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IN RESPONSE TO THE 
REQUEST FOR COMMENTS 

REGARDING IMPLEMENTATION 
OF THE RURAL SERVICE 

IMPROVEMENT ACT OF 2002 

INTRODUCTION 

The Consolidated Carriers (hereinafter “Carriers”), a group of certificated carriers 

operating commercial air service within the State of Alaska, and identified in Appendix 

A, hereby submits its Comments as requested by the Department. The Carriers group 

includes 60% of all bush carriers in Alaska. Their routes include all points to which bush 

bypass mail is dispatched, as well as numerous hubs and points where bypass mail is not 

transported. The group includes wheel and float aircraft operators, and most of the 

designated bush Essential Air Service carriers in Alaska. The group includes passenger 

carriers and all-cargo carriers. As has been the case in the past, the Consolidated Carriers 

consists of the broadest spectrum of air carriers affected by bush mail rates and 
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regulations, and represents the unified position of the vast majority of the industry. Some 

of the constituent carriers will also file Comments of their own to further amplifl or 

explain points of particular interest to them, but there is no contradiction between the 

points presented here and the individual comments filed by the carriers. 

A systematic review of the bush mail rate structure would have been called for at some 

point anyway, but it is important to remember that the purpose of the current proceeding 

is to comply with the mandates of the Rural Service Improvement Act of 2002 (“the 

Act”). The Act contains a number of provisions affecting rural air service, some specific, 

some vague, and some contradictory. The Department must be guided, and limited by 

the provisions of the Findings of the Act in determining the correct application of the 

provisions. It is unrealistic to assume that the provisions of the Act as written will 

actually achieve the goals enumerated. The law will cause significant dislocation and 

loss of service to rural Alaska. Passengers, freight shippers and rural mail addressees will 

all suffer. To meet the goals stated in the Findings, the Department must use its 

discretion and experience gained from years of regulated and deregulated air service. No 

state has received more benefit from Airline Deregulation than Alaska. None-the-less, 

the stated goals of the Act as reflected in its Findings must be respected and incorporated 

in these proceedings. To that end, the Carriers submit this comprehensive set of 

recommendations to apply the provisions of the Act in a fair, consistent and timely 

manner. 
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First, Report of Insurance Coverage 

The requirements in paragraph (k)(4) address the need to have current passenger liability 

insurance information in order to achieve the goals stated in the Act. Specifically, the 

Act sets aside 70-75% of bypass mail to support the operations of scheduled passenger 

service, and provides an additional preference to air carriers operating passenger service 

with aircraft having 19 insured passenger seats on board. The sole purpose of any 

additional insurance reporting requirement is to document a carrier’s qualification for 

these preferences. It must be recognized that the vast majority of carriers within Alaska 

will not seek the 19-seat aircraft preference, and the preference provisions for those 

aircraft will not take effect for six years. 

The Act does not increase the liability limits or change any existing insurance 

requirement for the air carriers. To that extent, the existing requirements mean that all 

installed seats are insured. Except for carriers seeking to qualify for preferential tender as 

a Part 12 1 passenger carrier with 19 seats installed, current DOT regulations adequately 

cover the terms of the Act. Because the Act does not set new liability dollar 

requirements, the only purpose of the require to show the “level of passenger 

insurance.. . ” is to show compliance with the minimum requirement. The Act does not 

give additional preferences for higher coverage levels, so there is no need to specify 

coverage level in excess of the minimum. 
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Appendix B is a copy of the currently required DOT insurance report. Section 205 of the 

Department’s Economic Regulations requires passenger liability insurance reports to be 

filed directly by the insurance carrier. $205.3~ states: “The certificate of insurance shall 

list the types or classes of aircraft, or the specific aircraft by FAA or foreign government 

registration number, with respect to which the policy of insurance applies, or shall state 

that the policy applies to all aircraft owned or operated by the carrier in its air 

transportation operations.” (emphasis added) §205.4(a) requires “Each carrier shall 

ensure that the evidence of aircraft liability coverage filed with the Department of is 

correct at all times.” (emphasis added) OST from 641 0 specifically lists whether the 

carrier has passenger or cargo only insurance, and allows the listing of actual aircraft 

included under the coverage. The form allows the use of additional pages in listing 

aircraft, which could be used to designate the number of passenger seats insured on each 

aircraft. 

For all-cargo carriers, the existing OST 64 10 form is entirely adequate to meet the 

requirements of §5402(k)(4). For passenger carriers operating aircraft with fewer than 19 

insured passenger seat, i.e., not eligible for preferential tender under the terms of the Act, 

the existing form is entirely adequate. If a carrier wishes to gain preferential tender under 

the terms of the Act, it is in its own interest to assure that its form 64 10 correctly 

identifies the coverage level and number of insured seats on each eligible aircraft. There 

is no need to impose additional reporting requirements on carriers for whom there is no 

need to list number of seats installed. 
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Appendix C is a copy of the insurance certification required by the State of Alaska for air 

carriers. This form includes the actual aircraft covered by liability insurance for each 

carrier. The form is filed directly by the insurance carrier. If the Department should 

decide that OST form 6410 is not sufficient to meet the goals of the Act, then carriers 

could simply be required to file a copy of the State of Alaska report. 

Administratively, it makes no sense to require duplicative and potentially conflicting 

insurance reports from the insurance carriers and the airlines themselves. $205 

regulations clearly meet the needs of the Act, and the insurance carriers are required 

under penalty to keep all reports current. Adding a second report, to be filed separately 

by the air carrier, simply doubles the administrative effort for the carriers and the 

Department. Furthermore, separate reports create the possibility of conflicting reports. If 

a carrier fails to file lists of additional aircraft or changes in coverage, the Department 

will have conflicting data that will have to be resolved. Current reports are filed by the 

most authoritative source, the insurance carrier. 

’ 

There is no need for monthly or even regular reports on insurance coverage. Current 

regulations require that insurance certificates be kept current, and any dates for changes 

in coverage be clearly stated. It is very easy for the Department, the Postal Service and 

any interested carrier to determine whether a carrier qualified for preferential tender 

during any given period. Additionally, nothing in the Act or regulations requires that 

tender begin or end on particular days or dates. Postal Service fiscal weeks and 

accounting periods almost never begin on the first of a month. Schedule changes are 
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frequently filed to be effective at the beginning or ending of Daylight Savings Time or 

major holidays. It is entirely possible that monthly reports would actually be inadequate 

to document qualification for preferential tender. The current requirements to specify the 

effective dates of insurance coverage are the best way to determine qualifications. 

As has been noted by other air carriers, service by Part 121 aircraft with 19 passenger 

seats will be the rare exception rather than the rule. Currently only three carriers operate 

such aircraft. 19 passenger preferences will never apply to the all-cargo traffic pool, to 

float operations, to markets where no bypass mail is tendered, or the 68% of bush points 

that cannot support Part 121 operations (source: Comments of Larry’s Flying Service). 

Carriers wishing to avail themselves of the 19-seat aircraft preference can submit 

necessary documentation under existing regulations. All other carriers have no need to. 

The proposed report is duplicative, unduly burdensome to air carriers, and is actually less 

effective in meeting the goals of the Act than current regulations. 

Second, Flight Designation Regulations and Effective Date of First Tender 

The proposed routing requirement creates no technical impediment or limitations on the 

operations of carriers. The UfflciaZ Airline Guide, which creates the schedule data used 

by the Postal Service for tendering mail, allows the use of a single flight number for 

circular or “out-and-back” flight, even those that serve the same points more than once. 

Additionally, it is legal and an accepted practice to cover a single flight movement with 

more than one flight number in order to accurately list all services provided on the flight. 
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Air carriers interested in qualifjing for tender in the various mail pools can file flight 

schedules in such a way as to demonstrate compatibility between the T-1 00 segment data 

and the T- 100 market data. 

Historically, carriers have broken flight numbers at intermediate points, or assigned 

different flight numbers to different segments of a single aircraft movement for internal 

management purposes. Under current equitable tender practices, the only question was 

whether the carrier offered at least three flights a week between a dispatch point and a 

destination. Breaking a single flight into different segments allowed carriers to analyze 

the profitability of flights, segments and hubs. Revenues and expenses for multi-stop 

services could be more easily assigned, and the benefit of individual services to the 

carrier could be more easily determined. Although clearly an unanticipated consequence, 

the routing changes necessary to maximize mail tender will further complicate the overall 

management demands for each carrier. 

The more important points raised here relate to incorrect assumptions made by carriers 

and the Department. First, it is clear from the Department’s discussion of the topic that 

the routing problem is far more than hypothetical. The Department not only proposes 

specific schedule filing formats, but anticipates the need for refilling of traffic reports 

going back to July 1,2002. It is vital that before any selection process begins, all carriers 

understand the implications of various schedule publication schemes and their effect on 

mail tender. 
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The rule also illustrates a basic but egregious error in the assumptions upon which the 

application of the Act lies. The only logical and consistent interpretation of the Act is 

that the process of selecting the initial group of qualifying carriers begins on November 

3,2003, not that the process ends on November 3,2003. Selecting carriers is a process of 

determining which carriers are qualified, not simply a listing of names. The process 

covers a period of 12 months. The Act clearly states that the sections determining the 

qualification process shall become effective 15 months after the Act becomes law. The 

Act assumes or requires certain actions be taken by the Postal Service and the 

Department before selection can take place, and none of these actions have taken place. 

As will be pointed out in several sections below, the Act requires carriers to make certain 

choices and take certain actions in order qualify for bypass mail tender. The time frame 

required for these carriers to take these actions could not have been completed in time for 

carriers to be qualified before November 3,2004. While the Postal Service has 

announced that it intends to start eliminating carriers from tender in November, that 

statement is merely a self-serving attempt to enable its own selection process that goes 

beyond that of the Act. 

Part of the deficiency of the Act, and the confbsion that must be clarified before the 

selection process can begin, is that the Act is based on online Origin and Destination 

traffic, while the T- 100 segment data reflect on-flight data. As noted by the Department, 

current scheduling practices can create conflicts between segment and market reports that 

are significant. It is the position of the Carriers that the only interpretation consistent 
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with the clear meaning and goals of that Act is that qualification for mail tender shall be 

based on online data from the T-1 00 market reports. 

Throughout the history of the Bush mail rates, questions have been raised about the 

accuracy of data reported by carriers and used to set rates. The primary source of these 

questions has been the U.S. Postal Service itself, the very agency now proposing to 

remove tender from carriers based on clearly deficient and incomplete data. Several 

members of the Carriers have analyzed reports of carriers at several major bush hubs. 

Their findings confirm the Department’s concern about the differences between segment 

and online data. More importantly, the market reports appear to include traffic not 

covered by the T-100 program or the intent of the Act. In some markets where market 

data could be tied to a specific group of flights, it appears that the market traffic reported 

could not have been physically carried on the flights reported. Part of the problem is in 

the simplifying assumptions used by the Department is assigning loads and load factors. 

If an infant in arms is included in the passenger count, it is counted as an adult weight 

including baggage. If baggage is counted as cargo, it is effectively double counted. 

There are a number of ways that traffic counts can be manipulated and exaggerated 

through the T-1 00 report process. It is vital that the Department assure that reporting 

standards are understood and being met before any selection process can begin. 

While the Carriers oppose the use of excise tax reports, for a variety of reasons, the 

concern of Congress was that the T- 100 reports could be manipulated. The most 
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effective way to eliminate fraudulent reports is to make sure that all carriers understand 

the correct method of filing the reports, and to have those reports audited regularly. 

Appendix D is a suggested clarification of the T- 100 regulations as they apply to the 

selection process for air carriers. There are no inconsistencies between the Part 241 T- 

1 OO reporting process and the Act, but it appears that some carriers are not correctly 

reporting their data at this time. It is impossible to know whether resubmission of the 

reports could be accomplished in a timely and accurate fashion. The brief description of 

the two affected classes of traffic follows. 

A revenue passenger is a person who pays a full fare in accordance with an established 

tariff. The specific language used in the Act is “base fares” ($5402(h)(5)(A). 

Specifically, infants and other persons who do not occupy a paid seat, or from whom no 

fare is collected shall be excluded from the count. Similarly, persons traveling on carrier 

business, or who are traveling at free or reduced rates as employees or persons associated 

with employees, or by virtue of interline pass agreements (written or not), shall not be 

included as revenue passengers, whether an excise tax is collected on any reduced fare or 

not. Similarly, any passenger traveling on a free or reduced rate ticket as a result of a 

contest, prize or promotion offered by the carrier shall not be counted as a revenue 

passenger. Tour guides, travel agents or other travel professionals traveling at a free or 

reduced rate, whether or not accompanying revenue passengers, shall be excluded from 

the count. The collection of excise tax on a ticket is not proof of revenue passenger 

status. The passenger must pay the full “base fare”. 
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Any possessions associated with a passenger traveling on a carrier shall be classified as 

baggage, regardless of how the baggage is charged for. Baggage can move ahead of, 

with, or after the flight on which the passenger moves. Baggage shall not be included in 

the freight volume on either the T- 100 segment or market reports. 

Cargo consists of mail and commercial freight. Commercial freight is material moving 

on a freight waybill at rates in accordance with an effective tariff, with the shipper and 

consignee being different persons. Company material, as well as material shipped by 

company employees, or in accordance with agent agreements or non-revenue traffic shall 

be excluded. 

It is a common practice for carriers to provide free or reduced rate transportation for 

employees, family members of employees and even friends of employees (“buddy 

passes”). The transportation of these persons is simply part of the compensation program 

for employees, and should not be included as revenue passengers. Similarly, carriers 

routinely provide allowances for a set amount of freight to be moved at free or reduced 

rates for employees and even firms providing services to the carrier. The Department 

must assure that these classes of traffic are excluded when determining eligibility for 

tender. 

It is clear that at least some air carriers count baggage as freight in T-100 reports. This 

gives a distinct advantage to carriers transporting types of passengers that routinely carry 

large volumes of baggage. River rafters, back-packers, photographers and certain service 
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employees carry large volumes of baggage in support of their activity. This baggage has 

no use without the accompanying passenger and must not be included as freight, no 

matter how the carrier chooses to charge for the transportation. But for the 

transportation of the associated passenger, the baggage would not be transported either. 

The Department can diminish the misstatement of freight traffic by passenger carriers by 

eliminating any financial incentive. Commercial freight reported by passenger carriers 

should be excluded entirely from calculations to determine the freight market shares of 

carriers participating in the all-cargo mail pool. Just as the 20% market share 

requirement for passengers applies only to carriers competing to carry mail in the 

passenger pool, the even higher 25% share requirement should apply only traffic of 

carriers competing to carry mail in the all-cargo pool. This is not only logically 

consistent with the interpretation of passenger traffic requirements for passenger carriers, 

it avoids any interference with the operations of all-cargo from passenger carriers. The 

25% market share requirement for tender shall be applied only to traffic reporting by 

carriers in the all-cargo pool. 

The Department must maintain active oversight and audits for carriers affected by the 

Act. In addition to complete audits as have been performed by Department personnel in 

the past, the Department should perform spot audits to examine samples of data for 

accuracy. As will be discussed below, the reporting requirements of the Act anticipate a 

recordkeeping scheme that coordinates flight logs, revenue documents and T- 100 reports. 

This will simplify the task of verifying records from source documents. 
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For the purposes of enforcing the Act, audits can target markets and carriers where 

inaccurate reporting would affect mail distribution. For the passenger pool, markets in 

which a carrier claims 18-30% market share would be the most likely to involve inflated 

traffic reports. Carriers reporting very high market shares can also enjoy an undeserved 

reward from traffic inflation because those increases serve to eliminate competitors that 

would otherwise qualify for a share of mail tender. The Department should also monitor 

the reported passenger and total load factors on qualifying segments. Load factors that 

are significantly higher than market average indicate cause for concern. 

In establishing the standards for T- 100 reports, and to comply with record retention 

requirements discussed below, the Department should require carriers to maintain a 

single document or database management system that clearly documents flight 

operations, aircraft configuration, and the traffic carried on the operation. The document 

or system must allow an auditor to verify that all traffic reported in the T- 100 system is 

truly revenue traffic and complies with the selection criteria within the Act. A passenger 

manifest might provide a list of names, but those names must be verified as being 

revenue passengers purchasing a seat. Similarly, auditors must be able to verify that 

passenger baggage is not counted as freight, so waybill numbers with clear identification 

of shipper and consignee must be associated with weight loads reported for particular 

flights. 

As a final comment on the proposed technical requirement for flight listing, it is 

important to note that Postal requirements for a qualifying schedule include a specific 
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arrival and departure time for each point served on a flight, and that a flight itinerary list 

all points in a specific order. No flag stops are allowed, and it is not possible to simply 

list the intermediate points to be served in a variable manner. Passenger freight and mail 

traffic in rural Alaska is highly volatile and varies greatly by season, day and even events. 

Historically, carriers have been allowed to vary their actual flight service from their 

schedule in order to provide the most efficient or beneficial service to the customers. 

The simplest example is the triangular flight pattern that goes A-B-C-A. The most 

efficient and beneficial way to operate the service on some days may be A-C-B-A, 

however. If more passengers want to go from A to C, or if more passengers want to 

backhaul from B to A, it is more efficient and provides better customer service to route 

the flight A-C-B-A. As long as delivery time requirements to destination Post Offices are 

met, there is no disadvantage to the Postal Service. Examination of bush carrier 

passenger and cargo flight schedules shows that the vast majority of points served and 

flight operated involve clustering of nearby points. 

Under the 298 reporting program, changing point order on a flight had no effect on data. 

The number of departures, hours and miles remain the same or extremely close. In the T- 

1 OO system, however, reroutings greatly affect the segment data reports. As will 

developed more thoroughly later, the Postal Service has proposed burdensome and 

potentially punitive reporting requirements that will inhibit the most efficient and 

beneficial actual flight service in rural Alaska. 
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Third, Excise Tax Reporting 

Virtually all parties agree that the collection of excise tax data will be burdensome, has 

significant flaws in its correlation with actual traffic, and will add costs to the process of 

qualifying for and carrying mail. Proponents of the provisions argue that these 

deficiencies are overcome by the need for some second reference point to verify the 

accuracy of the T-100 market reports. The irony here is that proponents of excise tax 

reporting claim it is necessitated by mail tender based on market share. Without market 

share based tender, there would be no need for a second reporting system. 

Despite these clear deficiencies that need to overcome, the requirement is a distinct part 

of the Act and its purposes must be recognized. The language clearly requires two steps 

be taken to comply with the goals of the Act. First, the Department must thoroughly 

answer the concerns raised by the majority of the carriers about the accuracy and 

relevance of the excise tax data. As will be shown below, excise tax collections are 

subject to more variables and potential manipulation than traffic reports. The Department 

must establish verifiable procedures to ensure accurate reporting, and the ability to use 

the excise data in a consistent and fair fashion to determine eligibility for tender. 

Second, all of the questions must be answered and procedures put in place before any 

selection process can begin. The Act ($5402(h)(5)(A)(ii) states: “To ensure accurate 

reporting of market share, the Postal Service shall compare the resulting percentage under 

clause (i) to the lesser of [two excise tax calculations specified in under sub-clauses (I) 
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and (II)].” Whatever forms the final regulations may take, consideration of excise tax 

data is an absolute requirement for determining tender of bypass mail. 

Excise Tax Collections Not Directly Related to Traffic Volumes 

Excise taxes are not directly related to traffic in a market. While there is a multiplicity of 

documents that can be used to verify actual revenue passenger count or revenue freight 

volume, there is no single tax value for an individual revenue passenger or pound of 

revenue freight. Excise Taxes, Appendix E, have various rates and elements. The 

passenger tax consists of two parts, a tax of 7.5% of the applicable fare, and a segment 

tax of $3.00 per flight. A passenger traveling from A to C via an online connection at B 

pays two segment taxes while another passenger flying directly between A and C pays 

only one. Segment taxes are not applied to certain to passengers traveling to or from 

specifically listed rural destinations or points receiving Essential Air Service subsidy. 

The huge variation of tax levels legitimately applicable to passenger fares means it will 

be impossible to develop general standards for credibility of tax or traffic filings. 

The 7.5% tax element is paid on the actual fare paid, so that amount varies greatly by 

carrier, season, routing, and level of competition. This is the amount, for both passengers 

and freight, which can be manipulated and falsified with ease. For a passenger traveling 

between two points on a given day there is no single correct excise tax amount. For 

passengers traveling at different times of year, or via different routings, the variation ion 

excise tax is significant. 
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The relation of excise tax collections and revenue freight volume in a market is even 

more distant. There is no tax per pound of commercial freight transported. Taxes are 

based on actual fees collected. Freight rates per pound in a specific market vary widely 

depending on total weight of the shipment, the priority the shipper wishes to assign to the 

movement, whether or not hazardous or dangerous items are included, or any specific 

commodities. Large but light weight shipments can be charged for on the basis of 

‘‘dimensional weight”. In fact, many if not most bush freight shipments are subject to a 

“minimum charge” which is much higher than the actual weight-rate. The same rate 

would be charged, and excise tax collected, for a one-pound shipment as for a 50 pound 

shipment. As noted above, it appears that carriers may try to exaggerate their freight 

volumes by charging for baggage on freight waybills. 

The Reporting Requirements will be Very Difficult to Meet 

While computer programs exist that could be modified to record excise tax collections by 

market, direction and traffic type, modification would be costly and time consuming. 

The primary reason why no systems or procedures exist is that no agency, including the 

IRS, requires this sort of recordkeeping. All other tax collections are based on units that 

can be measured directly. The IRS has no requirements to detail or summarize excise tax 

collections by route, direction, or category of trafic. 

While the law is somewhat vague in the coordination of market reports and excise tax 

collections, it is clear that eligibility for bypass tender is based on a market share in the 
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outbound direction from the hub. Section (h)(5)(B) states, “Such calculation shall be 

based only on the carriage of passengers on regularly scheduled flights and only on 

flights being flown in a direction away from the hub point” (emphasis added). No reason 

was given in the law why a directional requirement exists. Given the great variation in 

excise tax collections in relation to traffic carried, all data should be collected in the most 

consistent manner possible. To that extent, if excise tax reports have to be used at all, 

they must be tabulated in the same fashion as the T- 100 market reports. 

Special attention needs to be paid to the question of handling interline and online 

passenger connections. On interline routings, the excise tax is collected by the ticketing 

carrier. Typically this is the larger carrier because few bush carriers have ARC ticket 

stock. This is particularly true for passengers transferring from a larger carrier to a bush 

carrier flying in a direction away from the hub. The excise tax collected is not prorated 

among the participating carriers, and the particular destination may be exempt from 

segment taxes. Similarly, taxes collected on online connections disguise the online origin 

and destination of traffic. A similar concern applies collection of excise tax data for 

code-sharing carriers. The carrier actually operating the service is often not the carrier 

collecting and remitting the taxes. 

The importance of determining the relationship between traffic and tax reports cannot be 

understated. The problem comes from the Act’s requirement to use two disparate and 

inconsistent measures to make a single determination, who is eligible for mail tender. 

The dilemma recalls the proverb that says a person with one watch knows what time it is, 
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but a person with two watches is never sure. It must be anticipated that there will be 

cases where a carrier has more than 20% of T-100 market traffic, but less than 20% of the 

associated excise taxes. This could happen if the carrier offers lower fares than its 

competitors, flies only direct routes to the bush destination, or has a larger proportion of 

interline tickets than its competitors. All of these characteristics reflect superior customer 

service, but could be penalized because excise tax collections are less than traffic reports. 

It must also be anticipated that there will be situations where a carrier has more than 20% 

of the traffic and less than 20% of the excise tax collections, while a competitor has less 

than 20% of the traffic but more than 20% of the tax collections. Would one carrier be 

tendered bypass and not the other, or would both carriers be tendered, or neither? There 

is a requirement that the tax reports be made public, just as the traffk reports will be. 

The Department and the Postal Service must be able to handle complaints and conflicts 

over who receives tender in competitive markets. Finally, these disputes will not be 

limited to carriers with market shares at or near 20% for passenger service and 25% for 

freight service. The law allows partners in a merger, purchase or consolidation to carry 

forward and combine their market shares in determining qualification for tender. All 

carriers’ data are subject to question because of the possibility of mergers. The 

Department faces an enormous and possibly impossible task, but it must address and 

resolve these problems before the selection process can begin. 

Finally, it must be recognized that the sole reason for the collection and analysis of excise 

tax data is to determine which carriers shall be tendered bypass mail. These reports are 
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not required by any other agency or for any other purpose. Consequently, the entire costs 

associated with collecting a reporting these data must be included as a “mail service 

only” cost in the upcoming bush mail rate proceeding. 

Excise Taxes are Easier to Manipulate than T- 100 Data 

T-100 reports have to be certified by an officer of the airline, and the Act provides 

serious penalties for falsification of reports. The T-100 reports have a direct link to the 

base data used to create the reports. It is strange that an additional and inconsistent 

system of measuring market share would be added. It is even stranger when one 

considers that the excise tax collections are easier to manipulate than the T-100 statistical 

reports. 

Use of excise tax reports favors carriers with larger aircraft. All operations of aircraft 

with a maximum gross takeoff weight in excess of 6,000 lbs., including charters, are 

subject to excise tax. Because the stated purpose of the Act is to support scheduled 

passenger service, the Department must adjust excise tax reports to exclude operations 

with over 6,000 lb. aircraft not operating on a published schedule. 

Carriers wishing to exaggerate their qualifying traffic could add infants, non-revenue 

passengers and charter passengers to their reports. For the very small cost of an excise 

tax payment, their apparent market share would be increased. 
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Excise tax collections could be used to give legitimacy to shipments of company 

material, employee freight shipments and baggage as if they were commercial freight. 

For example, many carriers allow village agents up to 500 lbs. of non-revenue shipping 

per month. If the carrier added a nominal processing charge for the transportation, say 

$5.00 per month, and then taxed that amount ($0.3 l), the entire shipment could be made 

to appear to be a commercial freight shipment. As noted above in the definitions of 

traffic used in the T-100 reports, all non-revenue traffic should be excluded from 

consideration. Excise tax collections cannot be allowed to create a loophole for counting 

this traffic. 

Excise tax collections can be used to manipulate the T-100 traffic data. Other techniques 

can be used to artificially inflate the amount of excise tax collected over a route. One 

tactic that has been widely used in Alaska is to have directional rates. On a round trip 

routing, the rate for the segment that is counted in determining market share is priced 

higher than the reverse direction. This means that more tax is collected in the qualifying 

direction. Another ploy that has been used in Alaska is to charge a very high passenger 

ticket price, with a high associated excise tax collection, but include non-aviation services 

in the price. For example, the ticket price would include a fiee hotel room, or taxi 

service, or meal vouchers, phone vouchers, liquor, or even cash rebates. All of these 

tactics have been used in Alaska and the lower-48 to increase market share. 

Excise tax collections are a poor indication of traffic carried, and a poor credibility check 

for the T-100 reports of bypass carriers. Even if these reports are required for bypass 
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mail carriers, any excise tax reports should specifically exclude carriers not carrying or 

desiring to carry bypass mail. In recent meetings in southeastern Alaska, the Postal 

Service announced that it intends to adopt the same market share criteria used for bypass 

mail to determine eligibility to carry non-bypass non-priority mail. The move is for the 

administrative convenience of the Postal Service to minimize computer program 

development cost. The Act is clear, and the Department must reiterate that any excise tax 

reporting requirements shall be strictly limited to those carriers desiring to participate in 

bypass mail tender. 

Rules for Reporting Standards Must Be in Place before the Beginning of the Selection 

Period 

The Consolidated Carriers oppose the use of excise tax data either as a primary or 

confirming source of market share. Collection of the data will be costly, burdensome, 

and subject to manipulation. Use of a second source of data will inevitably create 

confusion and conflict, and will add to the already heavy burden of the Department in 

administering mail rates and monitoring business practices of carriers and the Postal 

Service. The Carriers encourage the Department to seek elimination of the excise tax 

data requirement. In the meantime, the Department must establish clear rules relating to 

the reporting of excise taxes before the beginning of the selection period on November 3, 

2003. 
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The Department should require a single spreadsheet or database that can be audited, 

which includes all revenue traffic, the excise taxes collected for the traffic, the ticket or 

waybill document, and the flight logs on which the traffic is carried. Appendix F 

provides an example of the information that should be included in one place. This report 

represents a burden on all bypass carriers, but should serve to prevent the greater burdens 

created by trying to analyze large amounts of uncoordinated data, or having to adjudicate 

disputes on market share and qualification for tender. Given the potential for 

misstatements in excise tax reports, it is vital that the tax and traffic reports be 

consolidated, and references provided to ticket or waybill documents and flight logs. 

This document would also ease the task of auditing carriers. 

An additional certification should be required from all carriers transporting bypass mail. 

Both the T- 100 and excise tax reports should carry a certification that the numbers do not 

include baggage, non-revenue traffic, company material shipments, prize or promotional 

tickets or shipments, or non-transport revenue. Carriers currently have no incentive to 

exaggerate or mis-categorize traffic on T-100 reports. With the new incentives provided 

by the terms of the Act, the additional certification is necessary to discourage new forms 

of falsification. 

Excise tax reports shall include a separation of operations performed with over 6,000 lb. 

aircraft. As all operations of over 6,000 lb. aircraft are subject to excise tax, there must 

be a way to separate scheduled from non-scheduled traffic for these aircraft. 
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The Department should audit all carriers on a sampling basis to assure compliance with 

excise and T- 100 report requirements. The Department should also hold seminars are 

regional hubs before putting any new reporting requirements into place to assure 

understanding of the requirements. The goal should be to eliminate “ignorance” as an 

excuse. 

Fourth, Actions Required to Remain in Tender of Bypass Mail 

The section of the Act quoted by the Department is one of the clearest indications that the 

selection process based on market share shall begin 15 months after the passage of the 

Act. This section allows carriers a period of 6 months to determine which traffic pool 

they desire to compete in, and begin concrete actions toward that end. While trying to 

eliminate carriers not showing concrete evidence of their intent to compete, the section 

also recognizes that the changes in traffic cannot occur immediately. The Act anticipates 

a three stage process of implementing its terms. There is a six month period in which 

carriers can determine how they will respond to the Act. Carriers that show no evidence 

of wanting to participate can then be removed from bypass tender. Next is a nine month 

period in which participating carriers can implement any changes in their systems to meet 

the requirements of the Act. These changes can be as simple as adding or deleting 

service points, or changing times or routing of existing service. These changes could also 

involve major changes in operations specifications, adding passenger service, serving 

new hubs, or adding aircraft. All of these steps take many months to accomplish, and 

frequently regulatory approval. The final stage of the transition is the first 12-month test 
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period to determine the initial pool of carriers to be tendered mail in each market and 

traffic pool. 

With regard to implementing 5402(s), it is clear that the only time market share can be 

used to determine tender is at the end of the 12 month initial test period. This is 

particularly appropriate because the Act requires use of excise tax data to determine 

market shares, and no excise tax data exist now or in the foreseeable future. Determining 

if a carrier is making a good faith effort to comply with the Act should be based on 

concrete actions taken since the passage of the Act. 

Carriers that take significant and concrete actions to comply with the changes in tender 

brought about by the Act shall not be removed from tender in any market affected by the 

changes. Furthermore, carriers that already holding the necessary operating authority and 

are holding themselves out for business consistent with the requirements of the Act shall 

not be removed from tender because of market share in any market until the end of the 

initial 12-month test period. 

Most bypass carriers in Alaska have had all the authority they need to operate the 

services in the traffic pool they will participate in. The lack of change in their operating 

structure cannot be viewed as unwillingness to compete under the new rules. 

For carriers that have historically carried little or no passenger or commercial freight 

traffic, their intent must be measured against concrete actions to qualify for tender. 
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Among the changes showing intent are changes in operations specifications to allow 

expanded or improved service. A change in liability insurance coverage is another 

indication. Purchasing additional or different types of aircraft is a clear signal of intent, 

as are additions of ground equipment and facilities. 

Changes in marketing programs reflect clear intent to compete for market share. Such 

changes in programs, all of which require lead time, include purchase of Yellow Page 

ads, media advertising or public promotional efforts, hiring of sales or marketing 

personnel, upgrades of passenger or freight facilities, or upgrades in administrative or 

computer services to comply with the provisions of the Act. These actions all cost money 

or require significant additional effort or expertise by carrier employees. 

The intent of this section is to provide an incentive for carriers to take concrete action to 

participate in their chosen traffic pools, without prejudging their ultimate chance of 

success in their venture. A survey of actions taken by carriers at bypass hubs has shown 

that carriers across the state have expanded or improved their operations specifications, 

increased insurance coverage, improved passenger and cargo facilities, and upgraded 

their fleets. 

Those carriers have increased the level of active competition for both passengers and 

freight. Any carrier taking the actions listed above, and others showing similar intent, 

must not be excluded from bypass mail tender until the end of the qualifying period on 

November 2,2004. 
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Fifth, Preferential Tender to Part 121 19 Seat Operations 

The Findings of the Rural Service Improvement Act of 2002 provide very clear direction 

on this issue. A primary reason for the provisions of the Act is to improve the safety of 

passenger service by encouraging and rewarding operators that operate Part 121 service 

with 19 passenger aircraft. The only special tender preference offered to Part 12 1 carriers 

is for passenger service with 19 seat aircraft. In determining the applicability and level of 

the Part 12 1 rate, only aircraft operated in passenger service with 19 installed passenger 

seats should be included. 

A second issue relating to what markets and service would be covered by the Part 121 

rate involves carriers that also operate other aircraft. All precedent, legal and regulatory, 

requires that mail rates be applied only to the services actually provided. Furthermore, 

rates cannot be carrier specific for the same market. Indeed, current Postal Service 

regulations require that a carrier use the aircraft class shown on its published schedule. If 

a carrier wishes to change aircraft in a way that will affect the mail rate being paid, that 

carrier must obtain prior permission from the Postal Service. Sections 2-3.2.1.1 and 2- 

3.2.1.2 of the PO-508 Procedures Manual require that a carrier file a Mail Exception 

Report (PS form 2734) with the local Postmaster and received prior permission before 

transferring mail to an aircraft which is of a different class than the one to which the mail 

was originally tendered. Section 6-2.4.2.3 requires a carrier to report any mail that could 

not be transported as directed, and follow the instructions of the appropriate officer in 

transferring or transporting the mail. 
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Historically and consistently, the Civil Aeronautics Board and Department of 

Transportation have based rate and tender decisions of service actually provided. 

Mainline and bush rates were originally determined based on costs of aircraft actually 

used in the transportation of mail. Mainline rates are adjusted with regard to the amount 

of mail actually transported on each type of aircraft. The Department has consistently 

required the Postal Service to pay rates based on service actually provided. Appendix G 

includes correspondence to and from the Department in which this policy is clearly 

stated. The Department has also rejected arguments from the Postal Service that aircraft 

that were in a carrier’s fleet but were not used in intra-Alaska mail transportation be 

included for ratemaking purposes. (Appendix H) 

39USC5402 is clearly based on the actual types and classes of aircraft used in the 

transportation of mail. Eligibility for tender is based on the type of aircraft used, and 

various hub points are designated for mainline service. All definitions and rate setting 

procedures included in the Act refer to service actually provided. 

Federal Aviation Administration regulations and practices are based directly on the type 

and class of aircraft actually being employed and service being provided. Parts 9 1, 12 1, 

125, and 135 apply to distinctly different operations. Each type of operations can be 

clearly identified as to its governing regulation, and each regulation applies to a distinct 

and defined type of operations. 
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Insurance regulations under 14CFR205 are different for charter and scheduled carriers, 

with further differences between large and small passenger aircraft. While the 

Department has very clear baggage liability requirements for carriers operating large 

aircraft, it specifically exempts small aircraft from the requirements. The regulations 

have clear demarcations and apply the regulations accordingly. 

The Rural Service Improvement Act itself sets specific categories of service and specific 

requirements to qualify for bypass mail tender. Each designation, whether mainline or 

bush, passenger or cargo service, wheeled aircraft or float aircraft, is clearly distinguished 

by its own clearly defined characteristics. The Act requires the Department to establish 

rates of payment consistent with the various categories of service specified in the Act. 

There is nothing in the Act authorizing or allowing rates paid in a specific market to be 

different than that for the actual service provided. 

With all this clear and consistent precedent, it is ludicrous to contend that payment for 

mail transportation can be based on anything but actual service provided. It is not legal 

to pay rates based on the contention that a point could be served by a 19 seat Part 12 1 

aircraft, or that a carrier serving a point provides 19 seat Part 121 service elsewhere. If a 

point receiving only Part 135 service has an airport that will accommodate Part 121 

aircraft, and a carrier that actually operates 19 seat Part 12 1 aircraft serves that point, it is 

clear that the point will not financially or safely support 19 passenger Part 12 1 service. 

The Part 121 carrier would have made a definite business or operational decision not to 

serve the point with 19 seat Part 12 1 aircraft. 
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Only those markets where 19 seat Part 12 1 passenger service is actually operated should 

be covered by the Part 12 1 rate. There is no need whatever for any listing of Part 12 1 

capable airports. A carrier operating under Part 121 cannot legally serve a point unless it 

is on its operations specifications and has been subject to proving runs. There is no need 

for the listing in order to assist the Postal Service in applying its rates. The schedule 

listing provided to the Postal Service by the OfficialAirline Guide clearly identifies each 

Part 12 1 aircraft type to which the Part 12 1 rate could apply. 

The PO-508 requirements are very specific about notifying Postal Service officials in the 

case of a change in aircraft affecting mail rates. Carriers must receive advance 

permission to carry the mail on a different class of aircraft, and can be directed to transfer 

the mail to another carrier. As will be shown below, specific regulations can be imposed 

that will minimize changes in aircraft that could change mail rates. The proposed airport 

list is of no value and is unduly burdensome on the carriers involved. 

Sixth, Application of Part 121 Bush Rates 

The Act and appropriate operating regulations support only one interpretation of the 

application of Part 121 bush mail rates. The rate shall apply only to mail carried on 

passenger aircraft operated under Part 12 1 with 19 installed passenger seats. The & 

special preference provided for a type or size of aircraft is for Part 12 1 aircraft with 19 

installed passenger seats. The reason stated for this preference is to provide an incentive 

for carriers to maximize the number of passengers carrying under the higher Part 12 1 
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regulations. The Part 121 rate is designed to assure a correct and adequate pay rate for 

the carriers providing the preferred service. Whether this rate will be higher or lower 

than other bush rates remains to be determined. 

This question again reflects the need to couple rates with service actually provided. It is 

clear in the legislation, and in the positions taken by various parties since its passage, that 

how a person wants the Act interpreted depends on what will benefit that person most. 

Carriers operating 19-passenger Part 12 1 will argue that they should receive preferences 

for service operated with less than 19 seats, or even with Part 135 aircraft. The Postal 

Service will argue whatever position will minimize its costs for mail transportation. 

Yet the Act gives overwhelming and consistent weight to the service actually being 

provided. Carriers must achieve a specific market share in order to receive tender, and 

that market share is based on specific reports. Heavy penalties are imposed for falsifying 

the actual results of operations. Only one class of carrier is specifically created and 

provided preferences in the passenger mail pool, and that is operators actually providing 

service with Part 121 aircraft with 19 passenger seats installed. 

As will be shown below, the creation of the 19 passenger Part 12 1 mail rate is a result of 

the creation of that class of tender preference. This position is reinforced by recognizing 

what the Part 121 rate does not cover. The Part 121 rate does not universally cover any 

specific make or model or aircraft, application of service, or payload. The Beechcraft 99 

is an aircraft that could be operated under Part 121 if all 15 certified passenger seats are 
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installed, but the aircraft is operated under Part 13 5 in Alaska. It would never, however, 

qualify under the 19 passenger Part 12 1 preference. The Beechcraft 1900 does have 19 

passenger seats. When operated with all 19 seats in scheduled passenger service, it is 

governed by Part 121. Operate the same aircraft and configuration on a charter and it is 

controlled by Part 135. Run the same aircraft in scheduled passenger service with 

reduced seating, as is commonly done in Alaska, and it is a 135 aircraft. The 1900 is 

always operated under Part 135 as a scheduled or charter aircraft in cargo service. The 

law is very specific about establishing a float plane rate, a Part 135 wheel plane rate, and 

a Part 12 1 19 seat aircraft rate. No other rates are mentioned. It defies logic to create a 

fourth mail rate when the exact same aircraft would be classified in different categories 

depending on the certification of the airline and the type of service provided. 

Given this rate structure and the tender preference given to Part 12 1 19-passenger 

aircraft, the Department and the Postal Service must assure that mail is tendered in a fair 

and consistent fashion. Mail tendered to carriers on the basis of Part 121 19-seat aircraft 

must only be carried on those aircraft. Mail that cannot be transported by the preferred 

carrier in the designated aircraft must be transferred to another carrier. A carrier must not 

be allowed to gain tender through deceptive means or by publishing a schedule it does 

not have the aircraft to operate. 

Aside from the Part 121 19 passenger aircraft, all bush aircraft should be divided into 

groups of land aircraft and float aircraft. The Department’s policy of using class rates to 

encourage efficient operations is well proven. The Postal Service has long argued that 
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larger aircraft are more efficient than smaller aircraft. If the Postal Service is correct, 

including all bush aircraft except Part 12 1 1 9 seat aircraft will result in the lowest 

possible bush rate. The presumed cost efficiencies of these larger aircraft would be 

benefit the Postal Service even at the smallest points where the larger aircraft do not fly. 

Inclusion of larger aircraft in the general bush rate would result in the lowest possible 

multi-element rate, and the lowest total cost to the Postal Service for bush mail 

transportation. 

This rate structure is also the easiest system to administer. The same aircraft type would 

not be divided into two different categories, and complex divisions of reports would not 

have to be kept. Larger bush aircraft that do not operate under Part 12 1 would be 

included in the bush rate paid to all land aircraft. If the Postal Service is correct and these 

larger aircraft are more efficient, then operators of these aircraft would be given an 

incentive to expand their use. This is consistent with the goals of the class rate which 

rewards more efficient carriers and aircraft. 

The Act specifically requires development of a three part bush rates as described above. 

The Act gives the Department discretion on how the rates within each category are set, 

but does not provide a provision for a fourth subdivision within the rate. The only 

preferential rates or subdivisions allowed are those specifically enunciated in the Act. It 

should also be noted that the Act places limitations on equalization between bush and 

mainline carriers, but there is no limitation placed on equalization of rates among the 

various categories of bush rates. The Department shall not place any restrictions on 
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equalization between bush rates, and the Postal Service must recognize all properly filed 

equalization notices. 

Seventh, Bush Ratemaking Considerations 

This section is a lengthy discussion of ratemakin procedures a d practices. It is hoped 

that the ratemaking procedures can be set as quickly as possible. The ultimate goal is that 

new rates be set before the beginning of the carrier selection period on November 3, 

2003. The current rate structure has been in effect for approximately 20 years. The first 

petition for a bush rate structure was filed in 1982, and the Civil Aeronautics Board 

immediately began the process of collecting data and setting standards. The bush rate 

standards were based on historic mail ratemaking procedures for larger aircraft, with 

some adjustments for the smaller aircraft size and data limitations. 

The ratemaking process for bush carriers was less sophisticated and accurate than for the 

mainline rates because of the rudimentary reports then in place and the accounting 

systems used by the bush carriers. A consistent complaint of the Postal Service, in both 

mainline and bush proceedings, was that there were not sufficient accurate data to support 

the conclusions reached by the Department. Increased reporting requirements for bush 

carriers, and improvements in financial and statistical accounting programs should 

provide the basis for very accurate rate setting and adjustments. As in previous mail rate 

cases, regardless of the entity covered, there will need to be some special reports 
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submitted by the Postal Service and the carriers to identify the relative costs of carrying 

each type of traffic, and the effect of dispatch practices on those costs. 

Evolution of Ratemaking Standards 

The current mail rate structure was based on the mandates of the Airline Deregulation 

Act, as well as then existing procedures for mail handling specified by the Postal Service. 

Under the two tiered rate structure (mainline and bush) all certificated carriers were 

eligible for all classes and types of mail in all Alaskan markets. There were no 

limitations of equalization of rates by bush carriers. Class rate structure covering the 

entire state with a single rate was adopted to encourage efficient operations. By law, mail 

rates must be compensatory for the class as a whole, and the rates originally set and 

subsequently adjusted did and must continue to meet this standard. Bush carriers were 

paid the same rate for priority and non-priority mail because there were no essential 

differences in the costs of handling or transporting the two classes of mail. Equitable 

tender among competing carriers was assumed based on the existing practice of the 

Postal Service. Equitable distribution has now been mandated by the Rural Service 

Improvement Act. The C.A.B., and subsequently the Department specifically excluded 

certain passenger related expenses as being unrelated to the mission of transporting mail. 

This consisted of “Traffic Related Expense” on he 298 F-2 report. These exclusions 

included flight attendant expense, passenger liability insurance, passenger marketing 

expense, credit card fees and head taxes or passenger based fees. 
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Since the initial setting of the bush rates, there has been several changes in regulations, 

law and industry practice. There has been a significant increase in the number of bush air 

carriers, and types of operators. When the initial mail rate proceeding was set, data were 

gathered from 19 air carriers. This included the vast majority of all bush carriers then 

certificated. All of these carriers transported passengers as well as freight and mail. 

Today nearly three dozen bush carriers transport mail under the class mail rate. A new 

class of carrier, bush all-cargo, has emerged. The list of carriers included in the 

ratemaking pool has changed dramatically. The vast majority of the carriers that were 

included in the initial pool are not longer operating as they were, have gone out of 

business, been sold, or were removed from the pool by Department action. 

A major change in mail dispatch and delivery practices resulted from the enactment of 

the original “Stevens Amendment”. By requiring carriers to have at least 12 months of 

scheduled operating experience before receiving tender of bypass mail, the costs of 

quali@ing for tender were increased and the competitive pressures among carriers 

decreased. Postal Service practices were modified to recognize the requirements of the 

Act, and a third category of mail distribution standards was created specifically for 

bypass mail. The stated goal of restricting bypass mail to carriers demonstrating a year 

around commitment to bush service was met, but at an added cost. 

The Postal Service modified and increased its requirements for mail handling and 

delivery, and added staff to enforce the increased standards. These actions improved 

mail handling and delivery, but also increased carrier costs. A relatively significant 
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change in FAA regulations took place in 1995. The FAA changed its regulations to 

require that all multi-engined aircraft used in scheduled passenger service with a seating 

configuration of 10 passengers seats or more must be operated under FAR Part 12 1. 

Previously, aircraft with fewer than 20 passenger seats were regulated under FAR Part 

135 regardless of their commercial use. This change was strongly opposed by Senator 

Ted Stevens, who predicted a reduction in use of 10- 19 seat passenger aircraft. The 

higher cost of operating these aircraft under Part 12 1 has significantly reduced the 

number of carriers using them. From the time of the establishment of the bush rate class 

until 1995, at least 20 different airlines operated 10-19 seats aircraft in scheduled 

passenger service (although not all at the same time). These aircraft were operated at 

bases from Barrow to Ketchikan. Today only three carriers operate 10- 19 seat aircraft in 

scheduled passenger service. The upcoming rate setting must also include the effects of 

the Rural Service Improvement Act, as far as those effects can be quantified. 

General Principles to be Applied 

It is important that applicable bush mail rates be set as quickly as possible. Mail rates 

structure is a vital part of carrier decision making, and the new structure and rate (if 

possible) should be known before the beginning of the 12 month carrier selection period 

this November. The new rate structure should accommodate changes in tender practices 

and carrier participants that can be reasonably expected to take place. The division of 

bypass mail tender into distinct groups, and the eventual preferential tender of some mail 
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to Part 12 1 19-passenger aircraft, will shift the mix of carriers and underlying cost 

structures. 

It is suggested that procedures developed in the mainline mail rate case be adopted where 

feasible. These changes have been evolutionary in the mainline rate, based upon the 

ability to accurately quantify expenses and mail transport practices. All carriers currently 

transporting mail should be included in the basic rate calculations. A sample of 

representative carriers could be used for more detailed studies of cost characteristics, but 

the results should be applied to a universal pool of carriers. The current method of 

projecting rates to the covered period should be continued. All costs related to the 

requirements of the Rural Service Improvement Act must be included in the ratemaking 

base. The linehaul rate for Part 12 1 19-seat aircraft can be reasonably estimated by 

adjusting the costs of appropriate aircraft for any changes related to having 19 seats 

installed. 

Rates Shoc-l Be Established as Quickly as Possible 

The Department froze bush rates in 2001. This action was taken as a response to the 

expected passage of what became the Rural Service Improvement Act, and that changes 

in reporting requirements for certificated Alaskan bush carriers. While the Department 

noted that it had been some time since a base rate had been set for bush carriers, there 

was no claim or assumption that bush mail rates were too high. Theoretical arguments 

were made about possible effects of increased aircraft size and the higher costs of the 
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larger aircraft, the existing data were not sufficient to document any change from the 

current rates. 

The current group of bush carriers is quite stable. There have been no additions or losses 

of bush air carriers for some time. No new bush or mainline hubs have been added, and 

the level of competition and number of carriers participating at each hub has been stable. 

All of the carriers are experienced in their operations, and the facilities and capital 

structure are stable. 

The overall fleet of aircraft of aircraft in the industry is stable. One additional carrier has 

purchased twin turbo-prop aircraft, but is not operating them under Part 12 1. All of the 

aircraft in the various fleets have been in place for years, and the carriers are operating 

the aircraft efficiently. 

Financial and statistical reporting is stable. The primary financial and expense report 

used in setting rates, the 298 F-2 report, has been in place for years. Virtually all carriers 

reporting have been carefully audited by D.O.T. staff. While the T-100 statistical 

program is not perfect, Alaskan carriers have continued to file the 298 statistical reports. 

The role of the T-100 reports is relatively minor in any case and deficiencies in those 

reports will not substantially affect the outcome of the proceeding. If the Department 

determines to weight carriers in the cost pool by the amount of mail carried, the Postal 

Service is the best source for those data. 

40 



In any initial rate setting process there is a need for more detailed data in order to make 

cost allocations or weight various activities by use of assets. Topics include analysis of 

the ground handling costs of various sized aircraft, and the effect of increasing payloads 

on linehaul costs. The majority of bush carriers now have sophisticated financial and 

statistical computer programs, particularly those carriers operating larger aircraft. 

The Department has established a clear road for setting of rates in Alaska. The questions 

of rate setting addressed in the bush rate derivation, as well as the mainline rate case, 

have been well considered and addressed. Even given that there is a need for some 

additional data on specific points, the Department should begin immediately to set rates 

for effect by November 3,2003. 

The Carriers suggest a two-stage procedural process. T- 100 data and financial reports for 

the year ended June 30,2003 should be used to develop and test bush rates within the 

defined breakdown. Any allocations or special cost subdivisions should also be based on 

the year ended June 30,2003. 

Appendix I lists special studies that could be useful in setting the various levels of bush 

rates. The D.O.T. shall make T-1 00 segment and market data available within 15 days 

after the due date for June reports, as well as copies of all quarterly reports for all bush 

carriers for the four quarter through June 30,2003. It is anticipated that those data would 

be available to all parties on or about August 25,2003. 
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Within 30 days of the dissemination of the financial and statistical reports, parties may 

propose their mail rates, and justify or explain the elements of their plan. The 

Department shall issue a Show Cause Order within 30 days of the receipt of the various 

rate proposals. The Show Cause Order would include the results of the application of 

data from the 12 months ended June 30, but would also update the rate through 

September 30,2003, in accordance with the Department’s announced bush rate updating 

plan. A Final Order would be issued within 30 days of receipt of Answers to the Show- 

Cause Order. Annual updates would be made on the basis of data for the 12 months 

ended each September 30. 

Rate Adjustment Method Should Accommodate Changes in Service Pattern and Tender 

The specific effects of the Rural Service Improvement Act are unclear. While the 

number of carriers serving each market will be diminished, it is possible that all of the 

current bush carriers could continue to operate in some fashion. New classes of rates are 

being proposed, and the mail will be artificially divided among passenger, cargo and 

other carriers. These pools of mail will change over time as the “other” pool is 

eliminated. The potential effects of Part 12 1 1 9-passenger aircraft preferences are 

unknown. Finally, the Postal Service has announced a complete revision of its dispatch 

and reporting requirements resulting from the Act, but has not said what those revisions 

will be. For all of these reasons, the basic rate and adjustment methods should be able to 

reflect changes in the industry that will surely occur over time. 
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The Rate Structure Should Adopt Features of the Mainline Rate 

For years the Postal Service contended that mainline and bush mail rates did not 

accurately reflect the true cost of carrying mail because it did not consider actual 

distribution and carriage of mail. The Postal Service argued that the mail rate should be 

weighted on the basis of the actual amount of mail carried by each carrier and aircraft 

type. The primary difficulty in adopting this process for mainline rates was determining 

when data were sufficiently accurate for new entrants. The stable industry condition 

noted above and the effects of the Act will minimize that problem in the foreseeable 

future. 

The advent of the T-100 reporting system has given the Department the tool needed to 

allocate expenses and traffic by carrier and aircraft type. While it appears that not all 

carriers are accurately reporting their T- 100 data, those deficiencies are easier to resolve 

than using less detailed data. The Department will have 12 months of data fiom the T- 

100 reports from the carriers, as well as market reports and 298 reports for use in 

verification. As the quality of the T- 100 reports improves, so will the accuracy of mail 

rate adjustments. It is critical that the Department commit adequate effort to ensuring the 

accuracy of the reports. 

As with the setting of the mainline rate and change to a model based on actual mail 

carriage, there will be a need for supplemental reports fiom carriers and the Postal 

Service. Carriers now have sufficient financial and statistical reporting system to support 
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these analyses. Further, it is the larger carriers that operate the variety of aircraft that 

could have different cost levels. Smaller carrier usually operate one or two types of 

aircraft, and in no case operate aircraft with significantly different payloads or flight 

characteristics. These larger carriers have the ability to provide detailed data necessary to 

set the rates. 

The mainline model more accurately reflects the relationship between passenger, freight 

and mail traffic. The Act creates an absolute requirement for carriers to participate 

actively in either passenger or freight carriage in order to qualify for bypass mail tender. 

The mainline model can be adapted to weight costs in accordance with the mandates of 

the Act. 

The mainline model will automatically adapt to the unknown changes in Postal Service 

tender policy, as well as eventual changes in carrier service. The problems in adapting to 

changes in the mainline model have come from carriers being tendered bypass mail 

before their reporting was up to standard. Under the Act, bush carriers seeking bypass 

tender will have to file at least one year of compliant reports before they are given bypass 

tender. The accuracy of reports will precede mail tender. 

The same cost considerations applying to bush carriers also applied to mainline carriers a1 

the time of rate setting and adjustments. Some of these considerations were addressed 

directly in the Act, but the current mainline structure accommodates both passenger and 

freight carriers in a single structure. 
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All Carrier and Aircraft Types Must be Included 

The original bush rate used a large sampling of carriers to establish the base costs. 

Carriers were excluded on the basis of small size or questionable reporting capability. 

The carrier mix used reflected an accurate mix of large and small carriers, as well as 

geographic diversity. Most important, the carriers selected operated all of the different 

aircraft types then used in bush mail transportation. Inclusion of a representative mix of 

aircraft types is even more important than selecting a representative sample of carriers. 

While there has been a large turnover among bush mail carriers since 1982, the aircraft 

fleet has remained much more stable. 

Virtually all of the currently operating bush carriers have had their financial reporting 

systems audited by the Department. Based on the findings of the auditor, there is good 

compliance with financial reporting regulations from top to bottom. The accuracy of the 

T- 100 reports is being sorted out now, but there is no indication that any class or size of 

carriers are filing more or less accurate results that the industry as a whole. 

The mainline model will accommodate a comprehensive and inclusive bush rate study. 

The mainline rate is a semi-automated model using a spreadsheet. Cost and statistical 

data are entered for each carrier and the cost allocations are made automatically. The 

same algorithm will support two carriers, four carriers or 35 carriers. This model also 

allows setting of rates for different entities in a uniform fashion, and allows for accurate 

comparison of rates between the entities. 
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As accurate as the current mainline model is, it is only to be used to ad-just base rates set 

through a comprehensive original study. As with the current bush rate adjustment 

technique, the mainline adjustment model does not set as new base rate at each change. 

The setting of the current rate structure, however, should correspond to the update 

methodology. 

The Current Projection Methodology Must be Continued 

Under law, mail rates paid to carriers must be compensatory during the period the rates 

are paid. Historically, the Department analyzed carrier costs for a particular period and 

ordered a rate retroactive to that period. This resulted in both payments and paybacks 

for the carriers. The Postal Service did not like the out-of-period cost changes for them, 

and nobody liked the highly volatile nature of the rate changes. 

The Department solved the various problems by adopting least-squares trend lines for 

linehaul and terminal rates. The unit costs used for adjusting rates became data points in 

a moving time series of data. Index adjustment factors were projected to the middle of 

the effective period of the rate. The trend line has resolved the volatility and retroactive 

payment issues. 

By definition, a trend line is not absolutely accurate at any given point in time because it 

dampens radical changes in rates and carries forward trends to a future period. This is a 

blessing if moderated change and predictability are valued. Trend lines also reflect 
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complex changes in an accurate fashion. A number of potential changes are anticipated 

by various parties, and use of trend line projection to adapt the rate case to any and all 

actual changes is required. 

The accuracy of a trend line, and its response to turning points is based on the number of 

data points included and time period covered. There is a legitimate concern that using 

past trend line points will not quickly accommodate the changes anticipated as a result of 

the Act. The Department can either start an entirely new trend line with the base rate 

setting, or adjust previous trend line data points to intersect at the new base rate. 

Essentially this involves moving the entire series of points up or down until the data point 

projected from the trend line equals to actual base rate computed by the Department. The 

Carriers have no position of which technique should be used to establish the future trend 

line, but suggest that quarterly or semi-annual data points be established for each rate 

even if rates are actually set annually. This will dampen volatility and identify true 

turning points in rate trends more accurately. 

All Costs Required to Carry or Qualify for Tender of Mail Must be Included in the Mail 

Rate 

The division of costs between linehaul and terminal factors should be continued. This 

multi-element rate has proven to be the most accurate way to determine rates covering a 

wide variety of conditions and carriers. When the bush rate was originally set, the only 

qualification for tender of all categories of bush mail (priority, non-priority, bypass) was 
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a certificate of public convenience and necessity issued by the Department. There were 

no external requirements relating to aircraft size, location, type of operation, or type of 

traffic carried. Once a carrier received a certificate, it was immediately eligible for all 

types of mail. 

In 1988, the passage of the Stevens Amendment placed additional by non-discriminatory 

requirements on carriers desiring to carry bypass mail. While this delayed dispatch of 

bypass mail only for new carriers, there were no requirements relating to the type or 

aircraft, operating rules or type of service provided. An all-cargo carrier operating under 

Part 135 was entitled to the same consideration as a passenger carrier operating under 

Part 12 1. The 1995 revisions to the Amendment had no effect on bush carriers. 

The passage of the Rural Service improvement Act, however, creates an entirely new 

costing model. §5402(h)(6)(A) directs the Secretary to establish a new bush rate, and 

specifies the divisions in the rate that should be made. §5402(k)( 1) requires to Secretary 

to consider at least every two years the need for a new rate investigation. This would be 

performed in conjunction with annual updaters of the bush rates. The Act directs the 

Secretary not to take in account the costs associated with passenger service when 

updating rates or determining the need for a new rate. This clause, which applies to 

updates of rates and determining the new for new rates, is meant to exclude passenger 

cost changes from the determination of rate adjustments or the need for new rates. 
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A. All Costs Necessary to Qualify for or Carry Mail Must be Included 

The base rate established for bush carriers included all costs logically associated with the 

carriage of mail, and then prorated those expenses by traffic type. Because mail tender 

did not require the carriage of other types of traffic, costs specifically associated with 

passengers or freight marketing and handling were excluded. Under the original 

regulations, mail-only carriers were not excluded. Indeed, these carriers in theory would 

have the lowest total costs and were closest to the contract mail model. 

The Postal Service successfully argued that expenses uniquely associated with generating 

or handling other categories of traffic should not be included in the mail rate. Cost such 

as cabin service (flight attendants, food, and beverage service), passenger liability 

insurance, advertising, credit card fees and promotional expense were excluded from the 

cost pool used to establish terminal charges. 

While it was recognized in theory that there could be cost uniquely associated with mail 

handled that could be charged entirely to mail service, none were documented in the 

original rate. The Act, however, creates expenses that are clearly associated only with 

the transportation of mail, or for qualify for or documenting qualification for mail tender. 

The goal of the Act however, is to require that all carriers first establish a significant 

market share in passengers or freight before being tendered bypass mail in a market. As 
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will be discussed below, the Postal Service intends to extend this requirement to all mail. 

Mail will no longer be tendered without regard to other traffic or type of operations. 

B. Changes in the Act Must be Reflected in the Cost Pools 

In order for a carrier to receive tender in the passenger mail pool, it must have at least a 

20% market share of the O&D passengers in that market. In order to carry that level of 

traffic, a carrier must maintain the required level of passenger insurance. Additionally, it 

must market and promote its service to the extent necessary to obtain the requisite market 

share. Unless these expenses are incurred, the carrier receives no tender of mail. To 

maintain a compensatory mail rate, the Department must include & operating expenses 

in setting mail rates. To the extent that there are costs unique to the transportation of 

mail, those expenses shall be removed from the common cost pool and charged entirely 

to the mail rate. 

The various bush rates shall be computed strictly in accordance with the Act. A specific 

rate shall be set for Part 12 1 aircraft with 19 passenger seats. All other aircraft shall be 

divided into wheel and float aircraft and computed accordingly. 

Rates paid to carriers shall be based on service actually provided, not service that a 

carrier is authorized to provide. The Part 12 1 19-passenger rate in the passenger pool 

shall not be paid unless a Part 12 1 carrier provides fiequent and consistent 19-seat aircraft 

service in that market, and all bypass mail tendered at that rate is carried on those aircraft. 
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Other carriers will have the right to equalize to the lowest rate at their discretion, but if 

the Part 121 carrier cannot transport mail tendered to it on its 19-seat aircraft, that mail 

must be transferred to other carriers at the applicable rate. Service provide in Part 135 

aircraft must be compensated at the Part 135 rate, regardless of the identity of the carrier 

transporting the mail. 

Linehaul expenses have been prorated on the basis of the weight based portion of the 

aircraft used by each category of traffic, weighted for boarding priority. The advent of 

the Act and the availability of the T- 100 reports now give the Department a more 

accurate method of prorating expenses among traffic types. Passenger and freight 

carriers qualifying for tender on the base of their market share of passengers in a market 

in the outbound direction from the hub. This probably is specified because that is the 

primary direction of mail flow. T-1 00 segment data outbound from the hub shall be used 

to prorate the linehaul transportation expenses, after adjustment of the weight for 

boarding priority. For bush rates, the boarding priority for non-priority mail shall be the 

same as for priority mail. 

Costs unique to the handling or transportation of mail should be specifically identified 

and charged entirely to the mail rate. Example of these costs would be for facilities and 

equipment used only for the handling of mail, or facility upgrades and security 

specifically required by the Postal Service. Other costs would be base personnel or 

village agents whose only compensation is for the transportation or handling of mail. 
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To the extent a Part 135 carrier is required to convert to Part 121 authority to maintain 

mail tender, the costs of conversion shall be charged to the Part 121 19-seat aircraft. 

In determining the bush mail rates for points served only by water landings, the 

Department shall set both linehaul and terminal charge rates separate from those of land 

aircraft. It is clearly recognized that float aircraft fly more slowly, burn more fuel per 

hour, and have small payloads than their land plane counterparts. Float aircraft are also 

more difficult to load and generally loaded at a greater distance from the carrier’s 

terminal than land aircraft. The Department must consider differences in departure 

related expense unit costs between float aircraft and land aircraft. Most float departures 

are operated by carrier with completely float plane fleets, but the Department may want 

to seek cost breakouts from carriers that operate both water and land aircraft in mail 

service. 

Eighth, Data Retention Requirements 

While the language of the Act pertaining to data retention is similar to that already in 

effect, the law appears to extend data retention requirements to new documents and 

sources. The Carriers offer only two suggestions. First, if a carrier maintains computer 

records of data from original documents, or scanned copies of documents, retention of 

paper documents should not be required. Second, any additional costs associated with 

record preparation and retention associated with the Act should be charged entirely to the 

cost of mail transportation. 
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Additional Points 

Proposed Changes in Non-Bypass Mail Tender 

The changes enunciated in the Act are not being applied in a vacuum. The U.S. Postal 

Service has already begun to enact new requirements on carriers, and plans to request 

significant changes in data reporting as well. These changes will have a significant 

impact on carrier qualification and operating costs. Appendix J includes excerpts from a 

U S .  Postal Service presentation made to carriers in Juneau on May 15,2003. 

In summary, the Postal Service proposes to adopt the bypass tender requirements from 

the Act and apply them to all mail distribution across Alaska. Distribution of priority and 

non-bypass non-priority mail will made only to those carriers having a 20% market share 

of outbound passengers, or a 25% market share of outbound commercial freight. 

These changes can only reduce the amount of scheduled passenger and commercial 

freight service offered across the State. The law specifically addresses distribution of 

bypass mail only, and clearly anticipates that all carriers will remain eligible for all other 

classes of mail. Any requirement related to market share for non-bypass mail will have 

clearly detrimental results. First, it will make it even more difficult for new carrier to 

qualifjr for mail tender because they face the prospect of operating for at least a year 

without any mail revenue at all. This certainly gives aid and comfort to incumbent 
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bypass carriers, and eliminates incentive to operate more efficiently as it will be much 

more difficult to carriers to be displaced from tender. 

Second, the proposal includes markets and carriers not affected in any way by the bypass 

regulations. The primary question is what additional reporting requirements will be 

imposed on non-bypass carriers? If the Postal Service is going to apply the requirements 

of the Act, will non-bypass carriers be required to file excise tax data? 

Imposition of these rules on non-bypass markets will have the result of reducing service 

and competition. Non-bypass markets are smaller than bypass markets, and do not have 

all-cargo service. All scheduled service is offered for both passenger and freight service. 

If a market is served by three carriers, but only two of them have a 20% market share, the 

third carrier would be shut out of all mail tender. It would have the option of eliminating 

service, or going to all-cargo operations. In either case, passengers in these markets will 

lose service. 

The rationale stated by the Postal Service for these changes is that it will reduce 

programming costs if it can use a single system for dispatching all mail. It can be argued 

that this is penny wise and pound foolish because it eliminates substantial actual and 

potential competition. The fact is that this mail distribution policy will affect every non- 

bypass carrier in the State, and will seriously affect passenger service. The Department 

must direct the Postal Service to apply historic equitable tender standards for all non- 

bypass mail 
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Proposed Changes in PO-508 Procedures 

In February, the Postal Service announced that it would be changing its dispatch policies 

to respond to the provisions of the Act. It provided copies of some changes, which are 

attached as Appendix K. It is clear that the proposed changes materially exceed the 

provisions of the Act, and directly contradict existing law and rate orders. As noted 

above, the Postal Service plans to extend the provisions of bypass tender to non-bypass 

markets and carriers. In total, the Postal Service is seeking to preempt the provisions of 

the Act and authority of the Department to set rates and insure fair and open competition. 

Of particular concern is a proposal to add separate reporting requirements for carriers that 

expand on the T-100 data. The Postal Service is proposing that carrier file real time 

reports showing each individual flight operation. In addition to the data required by T- 

1 OO reports, the Postal Service would require specific arrival and departure times at each 

point. Collection and reporting of these data would be very burdensome and costly, and 

provide no benefit that is not already available to the Department or the Postal Service. 

Under the Postal Service’s changes, any carrier not complying with the special reporting 

requirements would be removed from tender, regardless of their qualification under the 

Act. 

The Postal Service rationalizes the requirement for these reports on language that carriers 

must “exhibit an adherence” to their schedule in mail service. This does not represent a 

change in any requirement in regulations or law. Indeed, the new requirement is less 
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strict than the previous language which only required the carrier to adhere to their 

schedules “to the best of their ability”. There are existing Department regulations 

relating to unfair or deceptive business practices. Over the years the Department has 

initiated enforcement proceedings against carriers when there was evidence of unreliable 

operation. The Act changes nothing in regard to the performance of schedules. It sets no 

specific standards, and does not provide any mechanism for determining whether a 

carrier is “exhibiting an adherence to such scheduled flights”. The language in the Act is 

no different than the language applying to 

DOT. The requirements are no different for a bypass carrier in Alaska than they are for 

an all passenger commuter carrier in Florida. 

air carriers under the jurisdiction of the 

The only entity authorized to take action against a carrier for unreliable performance or 

unfair or deceptive business practices is the Department. The only provision of removing 

a carrier from mail tender in the Act is for falsification of T-100 or excise tax reports. 

Neither of these reports is submitted to the Postal Service, or subject to its authority. 

The greatest irony of the proposed reporting requirement is the reason the Postal Service 

says it is necessary. The Postal Service claims it needs the extensive new reports to 

determine if the mail is being delivered in a proper fashion. To begin with, the delivery 

standards under the Rural Service Improvement Act are no more stringent than 

previously. It must be assumed that current procedures are entirely adequate. Second, 

the D.O.T. T-100 reports already provide significantly more detail and information than 

was provided previously, and the detail is provided monthly instead of quarterly. Third, 
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the Postal Service itself is the best source of information about delivery standards. Its 

Postmasters are the primary contact point for the Postal Service in each village. In 

addition, the Postal Service is the first point of contact for complaints about late delivery 

of bypass mail. Under a new data management system proposed by the Postal Service, 

they would provide information directly to bypass addressees regarding the delivery of 

their shipments. 

It appears that the Postal Service plans on extending these onerous reporting requirements 

on all carriers, not simply those that are transporting bypass mail. All non-bypass mail is 

delivered directly to the destination post office. Clearly the Postal Service is the best 

authority on whether and when mail is delivered to its own facilities. There is absolutely 

no need for these intrusive and burdensome reports. 

Finally, if the Postal Service does impose any sort of additional reporting requirements 

based on the provisions of the Act, those cost must be accounted for separately by 

carriers, and all associated expenses changed directly to the Postal Service in mail rate 

proceedings. 

Requirements for Preferential Tender 

One of the clearly stated purposes of the Act is the encouragement of Part 121 passenger 

service. To that end, the Act calls for an absolute preference for air carriers operating 

passenger service with 19-seat aircraft. The only way that incentive will work is if it is 
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applied precisely as stated in the law. To that end, the Department must monitor the Part 

12 1 flights to assure that they have 19 installed passenger seats installed, and that all 

bypass mail tendered to that carrier is carried on 19-seat aircraft. The Postal Service will 

also bear the responsibility to assure that any bypass tender is carried only on the 

qualifying aircraft. Both agencies must prevent carriers claiming preferential tender from 

using the mail to support non-qualifying aircraft. Mail tendered to preferred services that 

cannot be transported on the designated aircraft in the specified time shall automatically 

be transferred to another carrier. 

No Merger or Consolidation Benefits can Apply Before November 3,2004 

The act has a specific provision allowing carriers that do not qualify for tender on their 

own to merge or be bought out and combine their market shares for one year. In order 

for those provisions to take effect, there must be at least one year of separate market 

share data upon which the merger could be based. The Postal Service has announced that 

it intends to update its tender list quarterly, so carriers seeking to consolidate can pick 

their most advantageous time. The only limit is that there must be at least one year of 

certified market shares kept before any consolidation can take place. 

The T-100 Reporting Process is Still in its Infancy 

In Order 2002-1 -4, the Department ordered all Alaskan bush carrier to report traffic data 

in the T- 100 reporting format. The data were to be supplied on a “temporary, 
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experimental basis in order to determine whether the current bush mail rate is accurate.” 

The Order further required that “Carriers would continue reporting the old data [298 

reports] until it could be determined that they were reliably reporting the new 

information.” (emphasis added) The Act added the requirement for carriers to submit 

traffic data using the T- 100 diskettes. The Department continues to require the 

submission of 298 reports, and has made no finding on the reliability or accuracy of the 

T- 100 reports. Analysis by several carriers has shown significant anomalies in the data 

of some carriers. The most common discrepancy is between the traffic reported on the 

segment reports when compared with the traffic on the market reports. Some carriers 

appear to be double counting the number of passengers traveling beyond the first 

destination point on a routing. 

For example, take a flight itinerary of A-B-C-A. The ticketed passengers include: 

2 passengers A-B 
3 passengers A-C 
2 passengers B-A 
1 passenger C-A 
8 passengers total 

The report should show five passengers on the segment from A-B (two destined for B, 

three destined for C), five passengers on the segment from B-C (three A-C passengers 

and two B-A passengers), and three passengers on the segment from C-A (two B-a 

passengers and one C-A passenger). 
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It appears that some carriers are combining segment with market passengers on their 

market reports. For example, some carriers appear to filing for following market data for 

the flight shown above: 

5 passengers A-B (the total number of passengers on the segment) 
3 passengers A-C (the number of passengers ticketed from A-C) 
5 passengers B-C (the total number of passengers on the segment) 
2 passengers B-A (the numbers of passengers ticketed from B-A) 
3 passengers C-A (the number of passengers on the segment) 

18 passengers total 

Ten actual bodies are morphed into 18 passengers reported. Ironically, it appears that the 

problem in is the setup of the T-100 diskette program. The program requires a carrier to 

calculate and enter separate numbers for the segment and market data. If the calculations 

are made incorrectly, or entered inconsistently, then the data are inaccurate. There is 

nothing wrong with the diskette system if the input is accurate, but the program itself 

does not correlate the entries between the two reports. 

Until the Department determines that all covered carriers are accurately entering and 

reporting their data in T-100 format, it must be assumed that the existing data are 

unreliable for selecting carriers. 

Simplicity is the Key to Successhl Transition and Future Service 

As will be seen from the multiplicity of positions on the Act taken by various parties, 

some of the specific provisions affecting application of the law are vague, unclear and 

even contradictory. Given the large number of carriers, hubs and destinations covered by 

the Act, the Carriers strongly request that simple, clear and concise regulations be 
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adopted. Each regulation should be compared with the Findings of the Act to determine 

the intent. 

The pool of carriers shall be divided between passenger carriers and cargo carriers. 

D.O.T. certification, F.A.A. operations specifications, and/or liability insurance coverage 

will determine which pool each carrier is part of. Passenger shares shall be computed 

using only the passenger trfl ic reported by the carriers in the passenger pool in each 

market. Cargo shares share be computed using only the non-mail freight traffic reported 

by the carriers in the cargo pool in each market. Carriers not qualifying for tender within 

their respective pools would be tendered mail from the 10% pool for as long as that pool 

exists. 

Mail rates shall apply based strictly on the service provided in a market. If a market 

receives only float plane service, even if there is a paved runway available, then the float 

plane rate will apply. If a point receives only Part 135 service, regardless of the 

capability of the airport, the Part 135 rate will apply. There shall be no restriction on 

equalization right within the bush mail rate. The rate applying to preferential tender to 

Part 12 1 19-seat aircraft shall be applied only when the preferential tender comes into 

effect. 

The sole source for the determination of market shares shall be the T-100 market data 

reports. The Department shall compare the reports to the T- 100 segment reports and 

excise tax reports to determine if the market reports are reliable. If there is a question, 
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the Department can audit the questionable reports and determine whether the data are 

accurate. The primacy of the T-1 00 reports is underscored by the fact that the penalties 

for falsification of data only apply to the T-1 00 traffic data. 

The Department and the Postal Service should rely on the existing OST insurance forms 

to determine if a carrier is in the passenger or cargo pool. These reports are required by 

regulations to be current and accurate, and come from the best authority. When Part 121 

19-seat preferences become effective, carriers seeking those preferences can document 

their aircraft on the existing format. 

The Selection Process for Carrier Tender Begins on November 3,2003 

The Act specifies that the sections relating to the selection of carriers become effective on 

November 3,2003. The Merriam-Webster dictionary defines “selection” as the process 

of selecting or choosing. This definition is consistent with the multi-step process 

required to implement the Act, and the various steps that must be taken by the 

Department and the Postal Service. The definition and terms of the Act are inconsistent 

with any interpretation that would set November 3,2003 as that date on which any carrier 

would be removed from tender on the basis of market share. To do so would require use 

of data covering a period beginning before the Act was even passed, and the six month 

period for carriers to determine their plans. 
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In a meeting held in the office of Senator Ted Stevens in Anchorage on November 21, 

200 1, the Senator repeatedly stressed that the purpose was the Act was not to eliminate or 

target any specific carriers, but to encourage and support passenger and freight service. 

He repeatedly said that all carriers currently receiving tender would be given a fair 

opportunity to qualify for tender before any selection was made. In a continuation of the 

meeting on November 23,2001, the Senator Stevens’ Chief of Staff estimated that it 

would take 30-36 months to implement the terms of the Act once it was passed. That 

would give all carriers and opportunity to qualify for mail tender in whichever pool they 

chose. 

As noted earlier, there are no excise tax reports at all, and there is no word or direction 

from the Treasury Department on the method or form of such filings. The T-1 00 reports 

are still of questionable accuracy, particularly for the market reports. Any elimination of 

carriers from tender before November 3,2004 would be contrary to the dictates of the 

Act, and would be arbitrary and capricious actions by the Postal Service 

Summary 

The Department has begun its timely and thoughtful consideration of the provisions of 

the Rural Service Improvement Act of 2002. The Act specifically reserves to the 

Secretary the ability to set appropriate mail rates, and to collect and validate the accuracy 

of the T-100 reports which will be used to determine eligibility for bypass tender. At the 

same time, the Act specifically excludes non-bypass carriers and markets from the 
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selection process. The Act also adds language requiring and insuring “equitable tender” 

for all classes of mail in all markets. The Postal Service does not have the authority on 

its own to disqualifl any carriers from mail tender except as described in the Act’s 

provisions governing bypass mail. Furthermore, the Postal Service does not have the 

authority to impose new rules, requirements of regulations that are not required to meet 

the specifications of the Act. 

Any actions taken by the Department and the Postal Service must be guided by the 

Findings of the Act. These Findings include ensuring that residents of rural and isolated 

communities continue to continue to have affordable, reliable and safe passenger and 

freight service. The findings go on to support the encouragement of Part 121 where those 

operations are supported by the needs of the community, and to ensure that the Intra- 

Alaska Bypass Mail system continues to be used to support substantial passenger and 

nonmail freight service. The Consolidated Carriers hereby request that its comments, 

suggestions and recommendations be adopted as written, and that the Department move 

quickly to implement the Act within the clear meaning of its terms. 

Respectfully submitted 

The Consolidated Carriers 

By Hank Myers 

June 2,2003 
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CERTIFICATE OF SERVICE 

I hereby certify that I have this day served a copy of the Comments of the Consolidated 
Carriers on the following persons by first mail U.S. Mail at the addresses listed. 

Hank Myers 

June 2,2003 

R.S. Shreve 
Air Transport Association 
130 1 Pennsylvania Avenue, NW 
Washington, D.C. 20004-1701 

Robert P. Silverberg 
Silverberg, Goldman & Bikoff 
1101 30th Street, NW 
Washington, D.C. 20007-3708 

Thomas L. Albert 
Birch, Horton, Bittner & Cherot 
1 155 Connecticut Avenue, NW 
Washington, D.C. 20036 

W.P. Bennett, Chief Counsel-Purchasing 
U.S. Postal Service - Room 6447 
475 L’ Enfant Plaza West, SW 
Washington, D.C. 20260-0004 

Michael VanDamm 
Service Counsel 
U.S. Postal Service 
475 L’ Enfant Plaza West, SW 
Washington, D.C. 20260-1 135 

Stuart I. Oran 
United Airlines, Inc. 
P.O. Box 66100 
Chicago, IL 60666-0 100 

Marshall S. Sinick 
Squire, Sanders & Dempsey 
120 1 Pennsylvania Avenue, NW 
Washington, D.C. 20004 

Richard P. Taylor 
Steptoe & Johnson 
1330 Connecticut Avenue, NW 
Washington, D.C. 20036-1704 

Robert E. Cohn 
Shaw, Pittman, Potts & Trowbridge 
2300 N Street, NW 
Washington, D.C. 20037-1 128 

Manager, Air Transportation Ops. 
U.S. Postal Service 
475 L’ Enfant Plaza West, SW 
Washington, D.C. 20260-0004 

James Nawrot 
Routing Policy & Networks 
U.S. Postal Service - Room 7826 
475 L’ Enfant Plaza West, SW 
Washington, D.C. 20260-7133 

Elvia Miller 
U.S.P.S. - Air Tansp. Section 
P.O. Box 14587 
St. Louis, MO 63 180-9 193 
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Sam Young 
U.S.P.S. - St. Louis Info & Svc. Center 
P.O. Box 80193 
St. Louis, MO 63180 

Orin Seybert 
Peninsula Airways, Inc. 
6 100 Boeing Avenue 
Anchorage, AK 99502 

Cathy Antush 
Era Aviation, Inc. 
6 160 Carl Brady Drive 
Anchorage, AK 99502-1801 

Michael Bergt 
Alaska Central Express, Inc. 
5901 Lockheed Avenue 
Anchorage, AK 99502 

Michael T. Hart 
Lynden Air Cargo, LLC 
6441 South Airpark Place 
Anchorage, AK 99502-1 809 

Bruce McGlasson 
Grant Aviation, Inc. 
P.O. Box 92200 
Anchorage, AK 99509-2200 

Fred Ciarlo 
Tanana Air Service 
P.O. Box 60713 
Fairbanks, AK 99706-07 13 

Robert W. Everts 
Tatonduk Outfitters, Ltd. 
P.O. Box 61680 
Fairbanks, AK 99706- 1680 

Bob Bursiel 
Wright Air Service, Inc. 
P.O. Box 60142 
Fairbanks, AK 99706-0 142 

William Ayers 
Alaska Airlines, Inc. 
P.O. Box 68900 
Seattle, WA 98 168-0900 

Judy Johnson 
Lynden Air Cargo, LLC 
644 1 South Airpark Place 
Anchorage, AK 99502- 1809 

Charles Johnson 
Era Aviation, Inc. 
6 160 Carl Brady Drive 
Anchorage, AK 99502-1801 

Sandra Butler 
F.S. Air Service, Inc. 
6 12 1 South Airpark Place 
Anchorage, AK 99502-1 806 

W. O’Brien 
Era Aviation, Inc. 
6 160 Carl Brady Drive 
Anchorage, AK 99502- 1 80 1 

Scott Pancoast 
Alaska Central Express, Inc. 
5901 Lockheed Avenue 
Anchorage, AK 99502 

Harold Esmailka 
Tanana Air Service 
P.O. Box 29 
Ruby,AK 99768 

Karen Wing 
Tatonduk Outfitter, Ltd. 
P.O. Box 61680 
Fairbanks, AK 99706- 1680 

Art Warbelow 
Warbelow’s Air Ventures, Inc. 
P.O. Box 60649 
Fairbanks, AK 99706-0649 
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Larry Chenaille 
Larry’s Flying Service, Inc. 
P.O. Box 2348 
Fairbanks, AK 99707 

Michael A. Spisak 
Bellair, Inc. 
P.O. Box 603 1 1 
Fairbanks, AK 99706-03 1 1 

James D. Rowe 
Bering Air Service, Inc. 
P.O. Box 1650 
Nome, AK 99762-1650 

Grant Thompson 
Cape Smythe Air Service, Inc. 
P.O.Box 549 
Barrow, AK 99723 

Donny Olson 
Olson Air Service, Inc. 
P.O. Box 142 
Nome, AK 99762-0142 

Allen Haddadi 
Bering Air Service, Inc. 
P.O. Box 1650 
Nome, AK 99762-1650 

Robert Jacobsen Layton A. Bennett 
Alaska Juneau Aeronautics d/b/a Wings of Alaska L.A.B. Flying Service, Inc. 
8421 Livingston Way P.O. Box 272 
Juneau, AK 99801 Haines, AK 99827 

Mike O’Daniel 
Skagway Air Service, Inc. 
P.O. Box 357 
Skagway, AK 99840 

Ken Acton 
Aviation Consulting & Training 
2528 Douglas Drive 
Anchorage, AK 995 17 

Steve Deaton 
U.S. Postal Service 
P.O. Box 199781 
Anchorage, AK 995 19-978 1 

Steve Anderson 
Arctic Circle Air Service 
P.O. Box 190228 
Anchorage, AK 995 19-0228 

Mike Hageland 
Hageland Aviation Services, Inc. 
P.O. Box 220610 
Anchorage, AK 99522-061 0 

Craig Loken 
Alaska Seaplane Service, LLC 
8995 Yandukin Drive 
Juneau, AK 99801 

John Eckels 
Arctic Transportation Services 
5701 Silverado Way, Unit 1 
Anchorage, AK 995 1 8- 1656 

Paul Bowers 
Alaska State D.O.T.P.F. 
P.O. Box 196900 
Anchorage, AK 995 19-6900 

Don Singsaas 
Arctic Circle Air Service 
P.O. Box 60049 
Fairbanks, AK 99706-0049 

Tim LaPorte 
Iliamna Air Taxi 
P.O. Box 109 
Iliamna, AK 99606 
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Jerry Anderson 
Flight Alaska, Inc. 
660 1 South Airpark Place 
Anchorage, AK 99502 

Karen Casanovas 
Alaska Air Carriers Association 
929 East 8lSt, #lo8 
Anchorage, AK 995 18 

Marge Baker 
Baker Aviation, Inc. 
P.O. Box 708 
Kotzebue, AK 99752 

Scott Cunningham 
Smokey Bay Air 
P.O. Box 457 
Homer, AK 99603 

Don King 
Village Air Cargo 
3944 Spenard Drive 
Anchorage, AK 995 17 

Mike Spernak 
Spernak Airways 
1707 Merrill Field Drive 
Anchorage, AK 99501 

Leif Wilson 
40 Mile Air 
P.O. Box 539 
Tok,AK 99780 

Robert Hajdukovich 
Frontier Flying Service, Inc. 
5245 Airport Industrial Way 
Fairbanks, AK 99709 

Kevin Hack 
Promech, Inc. 
15 15 Tongass Avenue 
Ketchikan, AK 99901 

Brien Salazar 
Venture Travel d /b/a Taquan Air 
P.O. Box 8495 
Ketchikan, AK 99901 

Steve Hill 
Inland Aviation, Inc. 
P.O. Box 244 
Aniak,AK 99557 

Sonny Peterson 
Katmai Air 
4 125 Aircraft Drive 
Anchorage, AK 99502 

Bob Stanford 
Redemption Air d/b/a Island Air 
P.O. Box 125 
Kodiak, AK 996 15 

Gigi Darby 
Servant Air, Inc. 
P.O. Box 61 186 
Fairbanks, AK 99706- 1 186 
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LIST OF CONSOLIDATED CARRIERS PARTICIPANTS 

Alaska Seaplane Service 

Baker Aviation 

Bellair, Inc. 

Cape Smythe Air Service 

Grant Aviation 

Iliamna Air Taxi 

Island Air Service 

Katmaiair 

L.A.B. Flying Service 

Larry’s Flying Service 

Olson Air Service 

Servant Air 

Skagway Air Service 

Smokey Bay Air 

Tanana Air Service 

Taquan Air Service 

Wings of Alaska 

Wright Air Service 
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UDeWllmnt Of 

effectivelrom 
to termlneta cowrage is received by the Deparbnent of Transpoctstkn. 

N O E  Put 205 of the Dspadmmfr Regubtiocu does nof albw for a prodebmined tminaUon dale. and a carUkab showing such a date 
is unaocspteb(e. 

until ten (10) days after writlen notice from the mwrer or canier of the intent 

1. The Imurer (Umdr One): 

0 is iicensed to isew ahaf t  lnsuranoe polrcbs in the United States; 
0 isliawadorapprovdbythegoMmmentof to Issue at& insurance polides; or 
0 is an approved surplus line Insurer h IJm stapa(s) of 

t 7 5 . w  $75 .w x 75% d 
total numtwn of 
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C. US. CERTlFChTED AIR CARRIERS O p E R A T l ~  U R G E  

Thc a i d  covered by this poky are LARGE AIRCRAFT Q.e.. with mon Wan Bo pafisnea fsgb or Wrth a maximum p y h d  
capaclly of ~ s n  i8.000 panda). i~hack sepfmle w m  as -ate): 
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AIRcARRIERcERm~~0PcoMpLJ"cE 
certm-te NO. 03-276 Expfra: November 20,2003 

WRIGHT AIR SERVICE, INC. 
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Clarification of T-100 Reporting Standards 

For the purposes of clarifying the data to be entered as Revenue Traffic in the T-100 
segment and market, the following summary suggests those items to be included and 
excluded from the count. 

Passengers 

Only passengers paying a fare available to the general public in accordance with a 
published tariff shall be included in the Revenue Passenger count. The count shall 
specifically exclude, for example, children for whom no passenger seat was purchased, 
employees who are traveling on company business, persons to whom free or reduced rate 
travel has been granted in conjunction with the business needs of the carrier, employees 
and guests traveling on free or reduced rate tickets for any purpose, persons for whom 
transportation is provided for free or on a reduced rate as part of a contest, promotion or 
charitable or other contribution, travel agents or tour guides traveling at free or reduced 
rates, law enforcement officials traveling at free or reduced rates, employees of the 
F.A.A. or any other government agency traveling at free or reduced rates, and flight 
crews of any carrier deadheading on the lines of the reporting carrier. This list of persons 
to be excluded is not exhaustive, but merely illustrative of the types of persons who 
would not be counted as revenue passengers. 

Baggage consists of property of a passenger traveling on the carrier, and having the same 
origin and destination as the passenger. Baggage may move before, after or at the same 
time as the passenger involved. Baggage shall be entirely excluded from the T-100 
reports regardless of how the baggage has been charged for. For the purposes of 
reporting, there is no difference between free baggage and baggage for which a charge is 
applied. Baggage which is charged for at freight rates is still baggage, and shall not be 
included as revenue fieight on the T- 100 reports. 

Freight 

Freight is non-mail property not accompanying or associated with a passenger movement. 
Freight consists of property shipped in accordance with a published tariff available to the 
general public, with a different shipper and consignee. Waybills with the same shipper 
and consignee are assumed to cover baggage shipments. Revenue freight shall exclude, 
among other items, property that is company material, or is being transported at free or 
reduced rates for an employee or agent. Property that is transported for consideration 
other than cash (trade-outs) shall be excluded. Property shipped as a part of an agency or 
employment agreement, written or not, shall be excluded. 
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Publication 810 
(Rev . February 2003) 
CaL No . 150141 

Excise Taxes 
for 2003 

Get forms and other information 
faster and easier by: 
Computer l www.irs.gov or FTP l ftp.irs.gov 
FAX 703-368-9694 (from your FAX machine) 

~~ 

Contents 
hnpomnt chm*s . . . . . . . . . . . . . . . .  2 

m n l  Remlndnr . . . . . . . . . . . . . .  2 

Introduction . . . . . . . . . . . . . . . . . . . . .  2 

EXCIS# T u n  Not Covemd . . . . . . . . . .  2 

Rogbtrdon for Cwtaln AcUvMea . . . . .  2 

EnvlmnnwntllTun . . . . . . . . . . . . . .  2 
Cmca ...................... 3 
hpcwtedTexableProduCES . . . . . . . .  3 
FloorStodeTax . . . . . . . . . . . . . . .  4 

COMnUnlutkru M d  Alr 
Tmmp~rhtlon T u n  . . . . . . . . . . .  4 
Communicalions Tax . . . . . . . . . . . .  4 
Air TransPorta(i0n Taxes.,  . . . . . . . .  5 

Full T u n  . . . . . . . . . . . . . . . . . .  

Refundt d SeCMd Tax . . . . . . .  
Deflnilbns . . . . . . . . . . . . . . .  
Gasoline . . . . . . . . . . . . . . . . .  
oasohd . . . . . . . . . . . . . . . . .  
Diesel Fuel and Kerosene . . . . .  
Aviaabn Fuel . . . . . . . . . . . . . .  
SDedal Motof FWs . . . . . . . . .  

. . . .  7 

. . . .  8 

. . . .  8 

. . . .  8 

. . . .  8 

. . . .  5 

. . . .  11 

. . . .  12 

. . . .  16 

. . . .  17 
dompresssdNaturalGas . . .  18 
Fueb Used on Inland Walemays . . .  I 8  
Alcohol Soid as Fuel 8ul Not 

Used as Fuel . . . . . . . . . .  19 

YPlUf8CtUr.n 1U.r . . . . . . . . . . . .  19 
TaxaMeEvent . . . . . . . . . . . . . . . .  20 
Exe- . . . . . . . . . . . .  20 
C d b  01 Refunds . . . . . . . . . .  20 
Sport Flahlng Equipment . . . .  21 
Bows . . . . . . . . . . . . . . .  21 

coal . . . . . . . . . . . . . . . .  21 
Arravcanponents . . . . . . . . . .  21 

Vaccines . . . . . . . . . . . . . .  29 

Ratall T u  on Heavy Truck., 
Tml*cr,andlnstDn.,  . . . . .  23 

ShlpPaaunguTu . . . . . . .  26 

Fombn Inaunnco Tuaa  . . . . . . . .  28 

. . . . . . . . . . .  27 

Flling Form 720 . . . . . . . . .  27 

P a m  th. Tuaa . . . . . . . . . . . . . .  27 

cndlt .MeRaw . . . . . . . . . .  29 

TuonWagorhg . . . . . . . . .  28 

PonaWIuandIntnst . . . . . . . .  30 

Obllg.tlons Not In Rogktond 

Rullnga Program . . . . . . . . . . . . . . .  30 

How To Got T u  Holp . . . . . . . . . . .  31 



Appendix E 
Page 2 of 4 



Appendix E 
Page 3 of 4 

Transportation of 
Persons by Air 
The tax on tranlporDatia, of perans by air is 
made up ofthe fdbwlng Iwo pa*. 

-Thepercen(agetax. 

ThedomestiGsegmenttax. 

Puwntag. LOL A lax ot 7.5% appk  to 
amounta paid for taxsMe hmpxWbn dpsr- 
aona by air. Amounts paid for b.nsport.tbn 
indude chqea for layover awaillng tme and 
movement of aCeran in deadhead w v h .  

M l ~ r m r d . .  Thepenemsoetaxmay 
apply to an a m r d  paid (In cash win  khd)toan 
air carrier (or any relatsd pen0n)forthe *to 
pmvida rn- awards for, or o(her redudlons 
In the mst of, anytra- dpenvns by 
air. For example. this appllea to rnileaga a w d s  
purchased by credn card mmpanbs, (slephone 
mmpanier, rertauranta. hotels. and other bus& 

Generaily.thaperoentagetaxdoesnotspp)y 
toamcuntspam for mileage m u d  where the 
mileage awards cannot, under any draim 
stanan. be redesmed for aklrsnrportatbn thal 
is subject tothe tax. Until regublknsam Issued, 
t h e f o l ~  Nlea applytomlleega awards. 

AmwntspsklfamilaaQeawardathat 

negeo. 

canml be redeemed fortarablsWan~~~- 
Won beglnnhg and ending In tha United 
States are ml subject (0 the lax. For mrS 
rule. mUeage awards Issued by a h l g n  
sir carrier am mnidersd to be usable 
only on thal M i g n  ak carrier and thus not 
redeamablabrtaxnbla-be 
QiMingandendhgintheUnitsdstater. 
ThereFas. amounts peld to a fombn air 
canierhxmileweawardsare notwb)ed 
(olhe(ax. 

Amounts pald by an air canierto a domar- 
tk a i r c a n i e r f o r m l ~  awards mat can 
b e r a d a m e d f o r h x a M e ~  
am not subjacttolhe textolheexbnt 
moss miles will be awarded in mmectbn 
wlth the purchase dtaxable tranapolle 
Uon. 
Amounts paid by an air carrier to a domes- 
tic akcarrierforrnika@slAvardslhel ran 
bendeemadfortaxablstranspoRaftan 
are subject to the tax btha enteal lhoss 
milea Mi not be smrded in Qrmedkn 
WhthepurchgedtaxaMe- 
tbn. 

D o m u U ~ m o n l  lu The dMsrt lcssg 
manttaxkat la tddleramountfor&~ 
dtsxaMe~ranrporta(ionfwwhlchanamounth, 
pam. H-, 988 Runl aipnl~, le(sr. A Hg 
ml is a singia takeon and a single larding. 

mat begkg during 2003. 
The d- lax k $3.00 per regmen1 

Cburor flmb. If an aimfl is chattered, 
U l e d c m e s l k ~ t a x f o r t M C h s e q n e n t o f  
taxabb t r a m  la noured by mumplylng 
me tax by me nu* d passengers trens- 
portedontheaircreff 

€x.mph. In March 2003, Tim Clark pays 
$1,117 lo aneir drsrderrervia,to cany 7 
ployeesfmm wmhhglc?to DebdtlNim an in- 
termediate slop in Pittsburgh. The nipht 
m m p l s s s t w o ~ . T h e * ~ t h e  
$l.oOO charter psyment and $117 udse Lax 
[(rl .m x 7.5%) + (2 x $3.00 x 7 -)I 
fworurhl~h nrn is li&e. The chartersewka coc 
leds lhe tax fmn nrn and pays it OvBr lo the 
(pMmmsn(. 

Rumlalqwtts. Thedarmstic-segmenttax 
does not apply to a a a g m t  to OT fmm a mral 
alrport. An airport isa rural airport fora calendar 
year if it satlalea both the fdlowlng requira- 
m. 

1) FsrnarthentW.000awnmenlalpassen- 
gem depar(ed fmm the a k p l  durlng me 
second preceding calendar year. 

2) EithardIhefdlowhg~ntsbtrue. 

a) The alrport is not located wiWn 75 
mHesdaro(heraicpocthomwhrch 
1 w . m  or more Qmmrdal paesar- 
gem departed durlng the semnd pr8- 
ceding caianUar year. 

b) The ahport was recaivllng essential alr 
service subsldiis as of August 5,1997. 

Ravenus Procedure 98-18 In Cumulative Bui- 
iaUniW8-1 IsthemostreamtUstolrrai 
a irpis publshed by the IRS. An updated W 

Ibn web rite St ~ . b t . . g o V / M U N ~ l . h ~ l .  
all be(&md al the DeparcmentdTransporta 

T u r b k  m p o r W o n .  Taxable transporte 
ncm is banapculam by air Mat meets eitharof 
thefdkwingtea(s. 

it baglns and ends eHher in the U M  
States or at any place in Canada or Mex- 
ico not mare than 225 miles fmm the mar- 
dpoin ton  the cmunanw unned slates 
boundary (thk is the Z Z W k  zone). 
Ikdiredlyorkdiihomoneportor 
atam in tha United Stalastoandhsrpoct 
or stat[on in the United Stales. but only 111 
k nota part ofunintsrmpled intemS(i0lul 
air tra-. dLEussad l.ater. 

Rwndfrfp. Amundbipisconddsndhrr, 
separab bips. The Rnttrip isfmm the poht of 
deparhaetothe deallnatiOn. The (LBcond @@ b 
the return trip horn that dsrlinaIbn. 

Unlnlwrup1.d Inl.rnrllon8l 8Ir 
&-tIm mla means traMportaUon 
WIIMY by air that doea not bagin and end In the 
unnad SIateS or in the P%nk  one if there is 

to ths pe;t d the tt$bsh~een the polnt at which 
the lwta oftrsnsportation leaws w enters the 
omtinentsl united State$ (ore port or statlon in 
the 225mik zona) and the point at which ii 
enters or iaavaa Haweil DT Alaska. Leaving or 
entering occurs whan the mte ofthe transpor- 
tauon paawroverailhet !he United States bor- 
der or a point 3 nautical miles (3.45 statute 
mirss) fmm kwlide M the mas1 line. or when ii 
leaves a p a l  or stalbn h the 225-mlle zone. 
Then(bre. this Ira- b sub)ect to the 
pa- tax on the part ofthe trip In US. 
airspecs. the domeslk-aegment tax for each 
domsslic oegnent, and the tax On the us8 Of 
intanstknsl air bawl fpdwes, dlscursed Mar. 

TI.ntport.Llon within Ahaka or Hwmll. 
The lax on bsnrpOc(ah of parsons by air a p  
paestotha entire fare pald in the case of (Ilghta 
behwarn any of the M l a n  Islands. and be- 
tween anypwtrorstationa in the Aleutian Is- 
lands or other port0 DT staliona el&m in 
A!aska. The tax applies even though parts ofthe 

Canada, ifm point on the dimd line of Iranspcf- 
taUonbetweenthepor(sorsIalion8ismweUlen 
225 miles from the United States (Hawaii or 
-). 

Pacluga tours. The air transpniatbn taxes 
apply 0 'mmplimsntaryL air trmspcfts?h fur- 
niahad .olelvto ptlicipanla in pedrsos hdMw 
tours. Theamount paid for these package tours 
lndudss a charge br alr bnspo~Wkm even 
nwgh it may be advertlaad as 'hee.'This rub 
akoappksbthe tax on the use of international 
air travel fadlities. discussad latar. 

UaMilty for tax. The parocn paying for taxa- 
Me transportaaon is liable forthe taxand. ordC 
MAY. the parson recdvino the payment 
the tax, tilea the return. and paysthe tax OYBT to 
the ~pvemment Hcwever, if payment is made 
outdde the United States for a prepaid order, 
exdrange adar, or simDar order. tha parson 
rumkhbQthe Wtrsanspatauonpmvidedfor 
under lhat order w edled me tax. 

A InmJ m y  thal is an independent 
bmker and ~ l b  tours on s imn that n chsrters 
must colled the traMportstion tax. Rle the r e  
turns. and pay tho lax o w  to the gwernment. 
H-r, a travel aosncy b t  selb tOun as the 
agent of an ahline mwtcdlectthe tax and remit 
it to the a~lne forthe R l i r ~  of return and for the 
payment of tho tax over to the government. 

 he fad that the a lmn does not use plMlc 
orrnmmrdd ahporlr in taking off and landing 
h a a m e f f e c t o n t h e t a x . B u t ~ C e r t a i n ~  
rerusw, latsr. 

For laxabh ban~Parta(i0n mst bagins and 
ends h the United slates. the tax applies re- 
g a r d ~ ~ ~  ofwwherthe payment is made in or 
WtsidetheUnltedSlates. 

II the tax is not paid when payment for the 
banspohatbn is made. the aircarrier providing 
the initial segment 01 the IransPor(atl0n that be- 
glnswendaintheUniledStatesbecomesSaMe 
forthetax. 

nights may be over intamaMwaters 0r-r 
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Excise TadT-100 Report Conversion Form 

Because there is no direct correlation between Excise Taxes collected and remitted and 
the Revenue Passengers and Revenue Freight of a carrier, a carrier should have or 
quickly be able to create a single form which correlates the information supporting the 
Excise Tax report with the T- 100 report. This report should be able to display for 
analysis at least the following information for all traffic for which Excise Tax is 
collected. 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 

Date of Transportation 
Origin Point of Passenger or Freight 
Destination Point of Freight 
Revenue or Non-Revenue Status (Check Box or Yes/No) 
Name of Passenger or Shipper of Freight 
Ticket or Waybill Number or Identifier 
Number of Passengers Transported (0 or number of persons on ticket) 
Actual or Dimensional Weight of Shipment (whichever greater) 
Fare or Rate Paid for Transportation (excluding taxes) 
Segment Tax Paid for Passenger 
7.5% Tax Paid for Passengers 
6.25% Tax Paid for Freight 
Flight Log Number or Flight Identifier 
Aircraft Registration Number 

All of these data must be collected on one form or another in base data. This form would 
correlate Revenue Traffic and Excise Taxes paid. For any given period, the sum of all 
passengers or freight weight in a directional market shown on this form should equal that 
shown on the T-100 market report. The sum of all excise taxes collected on all traffic, 
revenue or non-revenue, should equal the amount of taxes collected and remitted. 
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Correspondence Relating to Rate Paid 
for Service Actually Provided 

The correspondence on the following pages reflects answers from the Department of 
Transportation to questions about the application of mail pay rates in a situation where a 
different and lower pay rate could be applied to a bush service. The Department’s 
consistent and unequivocal position is that the Postal Service shall pay the rate for the 
service actually provided, subject to the ability of any higher rates carrier to equalize to 
the lowest authorized rate. If mainline service is not actually being provided, then the 
Postal Service shall pay the bush rate for all mail transported even if an equalization 
notice had previously be filed when mainline service was actually being provided. 
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MYERWOMPANY 
SERVICES FOR THE TRANSPORTATION INDUSTRY 

P.O. Box 7341, Bellevue, WA 98008 (206) 641-8243 

January 11, 1989 

Sam Podberesky 
Assistant General Counsel f o r  

Room 4116 
Department o f  Transportation 
400 7th Street, SU 
Uashington, D . C .  20590 

Dear Hr. Podberesky: 

Aviation Enforcement and Proceedings 

Ju 

. t  

provlslons o f  the intra-Alaska bush mail ra te orders. 

to the lowest available service rail ra te i n  competitive markets". (emphasis 
added) 

Department and Board orders have always addressed the r i g h t  o f  a ca r r i e r  t o  
equalize rates on a market-by-narket basis, and have never considered rout ing o f  
actual a i rcraf t .  This question has been raised by the refusal o f  the Postal 
Service t o  allow equalizatlon, o r  tender mail t o  bush carr iers unless they oper- 
ate over an ident ical  routing t o  the ca r r i e r  being equalized to. This refusal 
not only deprives carr iers o f  the r i gh ts  granted i n  the nai l  rate orders, but 
reduces the actual service in  the markets a t  issue. 

The markets a t  issue t yp i ca l l y  involve a nail dispatch point  and a bush point  
receiving i t s  only d l rect  service by bush a i rcraf t .  A Rainline ca r r i e r  w i l l  
i n i t i a t e  sewice betwen the ma11 dispatch point  and a lore distant connecting 
hub, and then backhaul to the destination by bush aircraf t .  If the bush dest i -  
nation i s  closer t o  the connecting point  than the dlspatch point, the t o t a l  ra te 
i s  often less than the dispatch-to-destination bush rate. Postal Service prac- 
t i c e  i s  t o  tender a l l  m a i l  to the mainline carrier, and refuse t o  allow bush 
carr iers to equalize t o  the combfnation rate in  effect. 

The Postal Service has explained that  it i s  incapable o f  allowing bush ca r r i e rs  
to  q u a l i z e  to combination rates because the computer program used t o  generate 
payncnts does not allow for equalization t o  those rates. Such refusal not  only 
deprives the bush carr iers o f  t h e l r  r i g h t f u l  share o f  t r a f f i c ,  but mans that  
a l l  mi l  Is carrled over a more circui tous and connecting route. 

Even more ironic, while the paylrent program precludes dispatch t o  d i rec t  bush 
f l ights ,  It encourages bush carr iers  t o  part ic ipate I n  the circuitous rout ing on 
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5am Podberesky 
January 11, 1989 

an I n t e r l l n e  basls. I f a bush ca r r l e r  i n i t i a t e s  servfce between the connecting 
po ln t  and the bush destlnatlon, i t  w i l l  recelve equl table tender over the route. 
I f f t  o f f e r s  d l rec t  servfce between the o r l g l n  and destfnatfon, It gets nothing. 

Would you please advise us o f  your ln te rpre ta t lon  o f  the i n ten t  and meaning of 
the equal l rat lon provlslons o f  the bush m a i l  r a te?  Recent changes I n  Alaska 
have increased the pract lce o f  conblnatfon routfngs t o  the detrlment o f  d i r e c t  
routings. Your prompt response f s  appreciated. 

2 
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X r .  Hank Myers 
Myers & Company 
P.O. Box 7341 
Bellevue, Washington 98008 

Dear Wr.  Myerst 

General Counsel 

MAR271989 

430 Seventn S! S W 
Washangon D C  20590 

DEPkRibtitil (if Ti4I\'SPORIATiON 

Since this office reviewa the legal aspects of the Department'e 
service mail rate functions, Nr. Podberesky, the heistant General 
Counsel for Aviation Enforcement and Proceedings, has referred 
your letter regarding the scope of mail rate equalization 
authority in Alaska to me for reply. xy response reflects the 
clarifications you made in your second letter, addressed to 
Nr. Myers of this office. 

On behalf of a number of Alaskan air carriers, you have asked 
whether an alleged refusal by the Postal Service to allow buah 
aircraft operators to equalize their applicable bush rate with a 
lower combination of rainline and burh rates wer a leas direct 
routing is consirtent with the equaliration provisions of Order 
82-11-108 and rubsequent intra-Alaska bush mail rate orders. 

In my opinion It Is not. 

Specifically, you cite a practice of refwing to allow bush 
aircraft operators providing direct rervice to a bush point to 
equalire w i t h  a combination rate conmisting of mainline service to 
a connecting hub and bush service to the destination point. 
Apparently, notwithatanding the additional mileage of the conbined 
8ervice, the lower rainline rate component often results In a 
lower overall rato to the burh destination point and, in such 
instances, the Poatal service will not permit the direct service 
bush aircraft operator to match the laraer combination rate because 
the computer program used to generate payments does not allow for 
equalization to thore rates. 
refusal deprive8 bush Carrie- of mail traffic access contemplated 
by the rail rate provisions and discourages direct air service to 
bash points In favor of more circuitous, connecting service. 

A review of the pertinent authority indicates quite clearly that 
equaliration im authorired in such instancea, and that the Postal 
service must find same way of accolPlPodating properly filed notices 
of equaliration. Order 83-10-28, in particular, Contains an 
extensive dimcursion of the intended scope of equaliration 
authority w i t h i n  Alarka. 
authority, the 
both mainline and burh router: 

YOU state your belief that such 

In describing the application of that 
noted that most mail to bush point. moves over 
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It originates at a mainline point and moves on large aircraft 
to a bush hub where it is transferred to a small bush 
aircraft for carriage to its destination. 
different routing8 available from a mainline point of origin 
to a bush destination, without equalization authority all 
mail will move only over the routing which results in the 
lowest charge to the Postal Service. 

While the equalization in that case involved two combination 
rates, with the more circuitous combination attempting to match 
the less circuitous combination to a particular destination point, 
the Board's focus on the overriding importance of promoting new 
carriers, new uervice, and increased routing flexibility between 
points in Alaska under it8 "procompetitive mandate" leaves no 
doubt that the equalization provision8 in Order 82-11-108 also 
authorire the equalization of a bush to a mainline rate or a bush 
to a combination rate, regardless of connections, routing or 
mileage. Order 85-7-28 further emphasired this procompetitive 
thrust by stating that "competing carriers MY also equalize on a 
per-flight basis' and Order 88-4-27 reaffirrred that "the carriers 
should retain the discretion to equalire to the lowest available 
senrice mail rate in caslpetitive markets." 
market must be viewed as the true origin and destination.of a mail 
dispatch. 

If anything, the CAB'. concern8 would be even more pertinat 
where, as here, a refumal to acknowledge eqnalixation rights on 
its face serves to keep bush carriers attempting to provide direct 
or 19.8 circuitous onlino rervice to a bruh point from competing 
w i t h  more circuitous interline service for a fair and equitable 
distribution of the mail traffic to that point. 

Finally, in Order 83-10-28, the CAB specifically found that the 
"adverse caq?e+itive ~ ~ n ~ e q n o n c e s ~  of narrowing or eliminating the 
equalitation authority grratly outweighad the administrative 
convenience to the postal Service of being able to reduce the 
number of aemice proposals it mumt evaluate. 

I hope thiu letter is responsive to your legal concerns. 

If there are two 

For this purpose, a 

sincerely, 

Donald H. Horn 
Anmistant General Counsel for 

International Law 

CC: U.S. Postal Service 

\ 
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ORDER -11-9 

UNITED STATES OF AMERICA 
DEPARTMENT OF TRANSPORTATION 

OFFICE OF "HF, SECRETARY 
WASHINGTON, D.C 

Issued by the Depprtmnt of Transportation 
w the l3* day of November, 2000 

kncd: November 16,2000 

I 
INTRA-ALASKAhUINLINE 

SERVICE MAIL RATES 

-12 G 

ORDER ESTABLISHING FINAL MAINLINE SERVICE MAIL RATES 

SIIlnmnrY 
By this order the Depvtmnt is setting new f a  intra-Alaska mainliiplail rates 
effective October 1.2000, through September 30.2001. The rate is based on traffic and 
costs for the year ended March 31,2000, except for fuel, whm coll5i8tcnt with 

fuel portion of the linehnul quarterly. The rates Cumntly in effect were extended as 
interim ntcs by Order 2000-9-27. effective October 1. 

The order adopts the costing methodology tentatively established by Order 2000-8-14, but 
makes several significpnt adjustmnts. First, because the quarter tndcd Jurw 30,2000. 
fwl costs have m w  becn reported, we will incorporate thcm in this order. 1 Next, we 
are incorporating Northern Air Cargo's (NAC) revised finamid rmmbers. We are also 
excluding Air Cargo Express's (ACE) linhaul costs from the cost pool becaw we have 
now f d  dwm to be unreliable. F d y ,  we will include Lynden Air Cargo's (LAC) 
linehaul costs. 

order 99-12-15, in ~ U S C  to -tic fuel price ~CRSCS, wc dceided to updpte the 

Background 
By Order 200M-14 the Depprhnmt tentatively proposed a methodological change to our 
annual mainliac mail update by weighting linehaul costs by the amount of mail 
transported by eachcarricr's aircnft typc and tumid costs by the amount of mail each 
carrier enplaw. In addition. for tbe fust tim we tentatively included ACES costs, 
terminal snd linehaul. because it carrics a s i g n i f i i  amount of mainlii mail. That 
order tentatively excluded LAC from the cost pool because it found their terminal costs 

LWbcntbe thowuuocordcr issued. we wed mtpunermded3/31KQ fuclcoro foriUusU8tiwpuposcr 
kcllusc rhc J ~ q u u t e r h d a o c  yet kenrrponcd. Also. tborc fuel colo onrc ~ ~ b y r m o u n t o f  . . . .  
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The carrias retatcsoxnc oftheiearlierarguments. As llrrrdycanies theomtmail on 
its b i g k  unit- B-737-200 lircnit, not to drive up the mpil rate, but beurw it, unlike 
the otherlirarfttypes, is 'the optirml l i r c n f t t o ~ t h e c o m b i n c d  needr of 

capacity and adjustable iateriors bat-suited to tnmport" 8 mail. Amoqs the otba 
Alash'~ ih~ principrl  sauce^ Of mrr~e...-[andJ WS otha &K& Irk the belly 

Carrias, LAC will not be abk to manipdate the rate by moving mail onmom expensive 
airapftbeuuse tbey hrve onlyorw&K&type, whik A C E h  only a singk Minlinc 
airmft. other thrn ita fleet of DC&. NAC alom has a fket mix (DC& and E727s) 
tlut would U V O ~  allow it to dmge its current policy and carry morc mail on its 

maiaain thu it would make no ticme in tk rul world for them to intentionally incnrse 
the costs they imu individually in the hope that pcrlupa a yar-and-a-balflatcrthose 
costs w d d  be recowfcd as ante increase shared among all  clrriers. 

h i g h e r u n i t c o s t ~ t y p e M d  sormaipllrte the nte. 9 The cprriaa conbirnvto 

DisDosition Th h t a l  service's arguments againsi the WCigMng mtbodaloey reflect 
what it sees ascurrmtly expensive service with the proepea of even tunha cost 
increases. The pospl Servicecxpectsitscoststoirrrrasehrrtha inthe future even 
witbout a change in mthodoloey because of increased cost8 of AS'S 737 and NAC's 727 
m a i m e n u r e a n d ~  * due to I~CW F A A - h e  forthorepircrnft 

buttbey moldaircmftandwillnpuin incrasingrmintavace . Thirwiuoniy 
aggravate tkcurrcllt sibuationwherr, in 1999, the Postal Service stated it paid an average 
of $967 to move a ton of mail 463 miles in Alaska but only $665 in the lower 48 to move 
it an average of 1,320 miles. 

The Postal smice in its objectionon September 22 did not respond to the several 
thcomkd difficulties raised in the Order milierting rgripstcurkrf mtnipllrtiDg the rate 
for their gain, i.e., a carrier manip&@ its cost8 would directly and immeairtely 10 bear 
thosecosts~irselfwould&ars the resultingrate irrreW, aftcralag,withallotha 
parties moving thrtutcsory of mnir. Inaddiion. hiaoricrlly As h mowduwbulkof 
its mail on its h i g k  unit-cost aircraft. the B-737-200. because ita belly capacity and 
adjustabk interiors makc it tk optimrl choicc for carrying mil. not to irrreyCthe 
reimbursemat nte inuw nmae. 
Thc postal smite modified its position slightly. It prgug tlutadoptingthe new coaing 
mchodoloey mightdimmgecanicrs from rudily replacing theiiolda. more cxpensiw 
aircmft. 11 wtutenr the theoreticpl merits of this more refinal position, it is the 

typu. Dc-6'~. B-737-200'~, and E727-100's cumntty movt the h l k  Of nuinlinc mail 
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Propoeed-. rial M v a  would nmria. because a l t t m g h d i  animporrant 
part of inm-AIMkamffic. it i hr from* only put, at   for most^. C.rrien 
that mquippcd ud flew airwaft with lower unit costs 1 3 d  iowerpassmga ot cargo 
yields below levels that operators of older equipmnt could not mat&. 

Carrier's Reported costs W m  Ommtatd 
The Postal &vice also felt t h t  the cost increases experienced by NAC and AS werc 
uueasonably bgh compucd to thc prior period. It noted tht  NAC's DC-6 unit cost per 
ATM were 50% greater thrn ACE'S, pad that NAC's 5727 unit COSES had inaeascd 
58.5% from those in the prediilg paid. 

As the carriers have stated, NAC has submitted mised data. with its costs 
subst8ntiaUy below pmiouS Innls. such that its mu-fkl lWmI costs dexcasc by 
20.9% for its B-727-100 and 9.3% for its DC-68 from those pmMusly reported. Thc 
Pospi Service'scoacanwithNAC's reportedcosts werebasal partly onwmpuing their 
costs to ACE'S mu& lowercosts. ACE'S rrportinS b a m d y  being miewed on-site by 
our Alaska hspccm. Althcugh it h at lust smnlmonthr until the miewcmbe 
completed, our hspcctor infomusthat ACE greatly undanued its llliintanaa 
~rpmsekcuw it only included d n t a m u x  laborexpenseinthurccaunt. wbmthis 
c o d o n  is made, it is l i i l y  that NAC's and ACES non-fuel linchrul costs wil l be more 
companbk. as Wi fuel ud terminal unit costs m atrady. We have closely reviewed 
As's l i i  expensa ud it b clear that the irrcrrrse inexpense from the prior period is 

per hour for its B-737-200s for the year ended Much 31,2000. incrascd 26.6% from 
the year before, while unit & per hour for otha non-fuel l i i  urpenscc actually 
decreased by 1.5% from the prior year. We anticipate that As's total unit Msts will not 
diminish s i g d f h d y  in the mxtannualupdate, notwithstlading thc fewer mnnbcr of D 
Checks it pmjccts, w thc carrkr contirues to workwiththc PAAto resolve some 
maintenwx issues. For NAC, d k r  thc revisions made by the carrier. thm were modest 
increased in bourly costs forth DC-6 of 3.5% from thc prior year, while B-727-100 unit 
costs still inucsKd by 25.4% fromthc prior year. In fact, w c8n be seen from Appendix 
C, NAC's B-727's unit cost per ATM for its m-fuel liinehnul now 
its DC&. 

12 we 
t h c y u c v i t b m e a n v ~ m c z b o d d g y .  w h i l e ~ t h e c l u c n r c ~ I b e m r y o f m w , ~  
cltpnrive limrftdri~ea~ m d a b e q w d y ~ c c r  dDva upublv t e b b  mmtmhdw kicedvetobc 
e w i .  ina flee markctwbm curtnbuy Iyw ritnrR uwu rltopnprrumr alFdm -- - 
13 All abcr lhiuga beirueqwl. tbc ~viaga urociucd w w  Ihe mwrircnil'r dsrrucd 
fuclconrwoclldhvc lauacdrbc irmpcd oamcnhipcoroof Ihencvlimrft. 

inthelnahmmx Cxpcllsc uc1, w thecprrierhsd indicucd. when- costr 

that for 

have ,n?lpow0ilily to ocmemu lpproptte kult iva ue iaplre. we cclatb2 toklievc 

coru. . .ad 
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Special Cost Studies for Rate Development 

It is suggested that the Bush Mail Rate be a multi-element rate consisting of a line-haul 
charge that varies with distance hauled, and a terminal charge based on weight (number 
of pounds) enplaned. The initial linehaul rate shall be based on the percentage of linehaul 
(direct) expenses allocated to the transportation of mail for all carriers and aircraft 
covered by a specific rate, and divided by the number of revenue ton miles of mail 
transported under that class by those carriers. Adjustment of linehaul rates would be 
calculated on the net change in cost per revenue ton mile of traffic transported by the 
carriers covered by the rate. Terminal charges would be based on the percentage of 
terminal (indirect) expenses allocated to the handling of mail for all carriers covered by 
the rate divided by the number of mail pounds enplaned. Adjustment of terminal charges 
would be based on the net change in cost per revenue ton enplaned by the carriers 
covered by the rate. 

For both linehaul and terminal charges, the cost pools shall consist of three parts. All 
costs that are not required in order to transport or qualify for tender of mail shall be 
excluded from consideration. All costs directly related only to the handling or 
transportation of mail, or in meeting requirements of the Postal Service with no benefit to 
other classes of traffic shall be paid entirely through mail rates. These rates shall be 
allocated on the basis of cost per revenue ton mile or pound enplaned as appropriate. All 
other costs shall be allocated as described above. 

The costs specifically allocated for payment entirely by the Postal Service shall include, 
but not be limited to, the cost of landings and takeoffs made at points where no traffic 
was deplaned or enplaned so that the carrier could exhibit an adherence to schedule, the 
costs of having and maintaining a mail holding facility meeting the requirements of the 
Postal Service where only mail is held and handled, any special facility costs related to 
the provisions of the PO-508 not required for other classes of traffic, the cost of bush 
agents whose only responsibility and whose rate of pay is based on the handling and 
delivery of mail, the cost of any special reports or recordkeeping related solely to 
compliance with 39USC5402, and any other cost which can be shown would not have 
occurred but for the requirements to transport mail alone. 

The special studies to be performed by all or a representative sample of air carriers 
should include: 

1.  The number of takeoffs and landings and the incremental time taken to serve a 
point on a flight where no revenue traffic of any sort was deplaned or 
enplaned so that the carrier could meet the requirements of the Postal Service 
to adhere to the carrier’s schedule. 
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2. All expenses associated with a facility having the sole purpose of storing or 
protecting mail to the exclusion of other classes of traffic (freight, passengers, 
baggage) 

3. All expenses associated with employees or agents whose sole responsibility 
and basis of employment is handling or transportation of mail, and whose pay 
is based at least in part on the volume of mail handled or transported. 

4. Calculation and proration of all traffic on flights departing from a mail hub 
(away from the direction of the hub) weighted by the loading priority assigned 
to the class of traffic. 
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Selected Pages from Presentation by 
U.S. Postal Service on Non-Bypass 

Mail Tender Procedures 

The following pages are from a presentation made by the U.S. Postal Service to bush air 
carriers at a meeting held on May 15,2003 in Juneau, AK. In that presentation, the 
Postal Service announced that it would apply the criteria specified for the tender and 
distribution of bypass mail to the tender and distribution of non-bypass mail, including 
the requirement for maintaining a specific market share of passenger or freight traffic. 

The Postal Service makes no differentiation in the presentation between carriers or 
markets in which bypass mail is carried, and those markets where no bypass is carried. 
The presentation refers to “All Carriers” when describing the eligibility requirements for 
tender, and establishes the three mail pools in all markets and at all hubs. 





l l Y l l C I  .-*.*=* RURAL SERVICE lMPROV€M€NT ACT OF 2002 

Origin of Legislation 
Introduced to Congress by Senator Stevens 

Signed into law on August 2,2002 

To ensure passenger service and improve passenger 

To support hon-mail freight service ta rural 

To ensure that bypass system remains viable and 

November 15,2001 

I Purpose of Law Change 

safety 

communities 

affordable for the Postal Service 



UNITED STATES 
RURAL SERVICE IMPROVEMENT ACT OF 2002 

POSTAL SCRVICC 

Existing mainline carriers 
rn certificated under Part 121 
rn actually transporting bypass mail 1/1/01 

certificate of public convenience and necessity - 41 102(a) 

rn operate at least 3 flights a week to such point 
exhibit an adherence to such scheduled flights 

rn provided 3 scheduled flights per week between two points 

w All carriers 

of Title 49 USC 

within Alaska for at least 12 consecutive months with 
aircraft-- 

rn up to 7,500 Ibs payload capacity 
rn over 7,500 Ibs payload capacity 

, 



UNITED STATES 
RURAL SERVICE tMPROVEMENT ACT OF 2002 

?OSTAl SERVICC 

Equitable Tender Pools 
On a given city pair route, the Postal Service shall offer ’ 

equitable tender to qualified carriers based on the 
following tiered approach: 

rn 70% of mail on a given city pair route is divided equally 
I between carriers who operated at least 20% of 

passenger service (h)(l) 
rn 20% of mail on a given city pair route is divided equally 

between carriers who operated at least 25% of freight 
service (i)(l) 

10% of mail on a given city pair route is divided equally 
between carriers who do not qdalify for tender in the tiers 
above (j)(l) 



UNITED STATCS 
RURAL SERVICE IMPROVEMENT ACT OF 2002 

ro-cr 

70% Tendered 
To Passenger 

Caniers 

20%Tendered lO%Tendered 
To NokMal Freight To Remaining 

Carriers Caniers 

Carriers with >20% 
passenger service 

If only one carrier Camers with >25% If no canier >25% If no canier Remaining Caniers If no caniers 
>20%, next highest of freight service of freight service 20% split behveen equally divide 10% redishibuted 

divide mail equally gets 20% of mail divide mail equally n d  highest gets it passenger caniers 10% of mail I 75%and25% I 



UNITED STATES 
COSTAL SERVlCi  

RURAL SERVICE IMPROVEMENT ACT OF 2002 

Hubs 

Kodiak King Salmon 
Bethel . Barrow 
Dillingham Dutch Harbor 
Fairbanks Fort Yukon 
lliamna Juneau 
Ketch i kan 
Kotzebue Sitka 

McG rat h 

Aniak 
Cold Bay 
Emmonak 
Galena 
St. Marys 
Nome 
Unalakleet 
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Proposed PO-508 Changes 

At the annual convention of the Alaska Air Carriers Association in February, 2003, the 
Postal Service announced immediate implementation of the changes in the PO-508 
shown below, and stated that there would be a complete rewriting of the Procedures 
Manual before November 3,2003. No copy of the manual with the new changes already 
made has been made to the air carriers or other interested parties. 

Transmittal Changes to the PO-508 
Effective Immediately 

(Distributed 2/27/2003 at A.A.C.A. Convention) 

1-3.2 Minimum Requirements @. 2) 

Replace the entire section with the following. 

The following are the minimum requirements for a carrier to be eligible to carry bypass 
mail: 

a. hold a certificate of public convenience and necessity issued under section 49 USC 
41 102 (a); 

b. operate at least 3 scheduled flights each week to any destination point; 

c. exhibit an adherence to such scheduled flights; and 

d. have provided scheduled service with at least 3 scheduled (non-contract) flights per 
week between two points within the State of Alaska for at least 12 consecutive months 
with aircrafi- 

(i) up to 7,500 pounds payload capacity before being selected as a carrier of 
nonpriority bypass mail at an applicable intra-Alaska bush service mail 
rate. 
up to 7,500 pounds payload capacity before being selected as a carrier of 
nonpriority bypass mail at the intra-Alaska mainline service mail rate. 

(ii) 

1-3.2.1 Schedule Adherence (new section p.2) 

A carrier exhibits adherence to a schedule by operating that schedule for each one-week 
period. Carriers that fail to maintain their scheduled weekly frequencies within a market 
without a satisfactory explanation will lose tender in that market for one month for a first 
offense, for six months for a second offense in a market and for 1 year for a third offense 
in a market. 
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1-3.2.2 Exceptions (new section p.  2) 
The Postal Service may select a carrier other than an existing mainline carrier for mail 
tender if the Postal Service determines that the mail service provided by existing mainline 
carriers remains deficient after it has notified the carriers in writing and has allowed a 30- 
day correction period. (See section 6-2.4.2.4 Non-Beneficial Service) 

2-3.4.2 Equalization of Rates @. 5) 
Equalization occurs when a carrier using bush aircraft between an origin and a 
destination files with the DOT a notice of intent to equalize. By making that filing, the 
equalizing carrier accepts the lowest existing rate of pay in the market. 

A composite rate (see Appendix F) is paid to an equalized bush carrier for a direct flight 
from an acceptance point to a bush destination beyond a hub point, if the result will be no 
degradation of passenger, freight, andor mail service in and out of the hub. This rate is 
based on the mainline linehaul rate paid to the hub plus the lowest bush linehaul rate paid 
in the State of Alaska for the distance traveled from the hub point to the destination point. 
A single origin terminal handling is paid at the mainline terminal handling rate. 

2-3.5.1 General @. 6) 
The Postal Service determines whether it will utilize equalized service for the transport of 
in-house non Priority Mail and Priority Mail. Upon receipt of a notice of intent to 
equalize from the DOT, the Postal Service reviews the service and cost impacts 
associated with the equalized service using the guidelines below. 

2-3.5.1.1 Equalization on Mainline Routes (new section p .  6) 
In order to receive equitable tender of bypass mail on a route between an acceptance 
point and a hub or between an acceptance point and a final destination in which a 
mainline carrier begins service, a carrier must qualify under 1-3.2 (Minimum 
Requirements) and have provided for the past six months, and continue to provide, at 
least 20 percent of the passenger service. 

In order to receive equitable tender of bypass mail on a route between a hub and a final 
destination in which a mainline carrier begins service, a carrier must qualify under 1-3.2 
(Minimum Requirements) and a) if a bush passenger carrier, have provided for the past 
six months, and continue to provide, at least 20 percent of the passenger service or b) if a 
nonmail freight carrier, have provided for the past six months, and continue to provide, at 
least 25 percent of the nonmail freight service for the past six months. 
Continuity of service for this purpose will be measured in three-month increments 
beginning on January 1, April 1, July 1, and October 1. Carriers first becoming eligible 
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(that is, eligible for bypass mail after the six months) will be placed into the normal 
quarterly evaluation at the next opportunity. 

2-3.5.2.3 Capacity dp. 6) 

Delete Note in its entirety. 

2-3.5.3 Cost Implications (3.2) 

Replace current language in entirety with the following. 

The Postal Service will consider the operational, administrative, and other indirect costs 
in addition to the service factors in 2-3.5.2. 

3-2.1 Transportation of Mail dp. 9) 
Substitute the following for section a) 

a. Adhere to their scheduled service as submitted to the Official Airline Guide (OAG). 
(See 3-2.3). Scheduled service means: 

b. Flights are operated in common carriage available to the general public under a 
published schedule; 

c. flight schedules are announced in advance in systems specified by the Postal Service, 
in addition to the Official Airline Guide or the air cargo equivalent of that Guide; 

d. flights depart whenever passengers, freight, or mail are available in any number or 
quantity for a flight; and 

e. customers contract for carriage separately on a regular basis. 

The Postal Service requires that published flight schedules be adhered to unless no mail 
has been tendered within the defined tender time limitations prior to the flight departure 
on the day of the flight. 

m. Submit all forms, reports, or mail-related information as required by the Postal Service 
and the Department of Transportation. The information required includes, but is not 
limited to, the filed schedules, added schedules, schedule performance, pounds of Priority 
and non-Priority mail, and aircraft tail number for each trip flown. Carriers that submit 
late, inaccurate, or no data will lost tender of mail until the data requirements have been 
met. 
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3-2.8 Code Share (replace NASS Conversion p. 12) 

Carriers operating under a code share agreement must (for the purposes of mail only) 
convert and display in the OAG the code of the carrier who actually transports the mail. 
Carriers will be evaluated for tender based on the identity and certification of the carrier 
who transports the mail. 

6-2.1.2.1 Types of Mail 0. 26) 

Add to current section ... 
Non-priority service mail consists of bypass mail (see Chapter 8) and in-house non- 
priority mail. 

6-2.4.1.1 Fair and Reasonable Division 0. 28) 

Replace current paragraph with the following. 

When two or more carriers in the same passenger or non-mail freight distribution pool 
established pursuant to 39 USC 5402 (h) and (i) (see Appendix 1) serve the same point 
with equivalent service in terms of requirements and cost, the mail is distributed 
equitably between the carriers. Equitable distribution requires a fair and reasonable - 
but not necessarily equal - division of mail between such carriers. 

Notwithstanding the forgoing, the Postal Service retains the right to dispatch in-house 
non-priority mail using methods it determines sensible to maintain efficiencies and 
service, control costs, and to promote competition. See also 2-5 concerning equalization. 

6-2.4.1.2 Distribution Pools 0. 28) 

Add this new section and renumber following sections. 

Initial entry and classification into distribution pools will be determined by the preceding 
12 months of data (see Appendix I). After the initial classification, the Postal Service will 
recalculate these pools quarterly, starting at the beginning of the calendar. Carriers that 
enter a market during a quarterly period, shall have their status evaluated in a market after 
they complete their term of eligibility using the time frame coinciding with their actual 
entry in the market. After the initial evaluation, carriers will be evaluated on the quarterly 
calendar. 

6-2.4.1.2 Favorable Pay Rate 0 .28 )  

Renumber as 6-2.4.1.3 and replace current paragraph with the following. 
In competitive situations, the Postal Service considers two additional factors, direct and 
indirect costs. Direct costs mean the actual rate paid to the carrier by the Postal Service. 
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Indirect costs include: indirect impact on the class rate, administrative costs, and mail 
processing costs. In these situations, the dispatch of the mail to the carriers causing less 
impact on costs is justified because of the more favorable pay rate to the Postal Service. 
Any evaluation of a carrier’s service will include the cost of that service to the Postal 
Service as compared to alternative modes of transportation. 

6-2.4.2.4 Non-Beneficial Service @I. 31) 
Add a new paragraph after the existing one. 

Deficient service occurs when: a) within two consecutive weeks less than 100% of the 
mail tendered is delivered to the destinatiodinterline carrier within the transit window; b) 
service performance is erratic 
during any 30-day period, or c) at any time mail is transferred to another carrier with the 
result that the mail is not transported within the original transit window. (See section 1- 
3.2.1 Exceptions) 

Appendix F- @I. 75) 
Add: 

Available passenger seats - seats that are installed, insured, and offered for sale to the 
public. 

Composite rate (replace): 
Composite rate (replace) - The rate paid to an equalized bush carrier who flies from an 
acceptance point directly to a bush point. The rate is based on the mainline linehaul rate 
paid to the hub, plus the lowest bush linehaul rate paid to bush carriers in the State of 
Alaska for the distance traveled from the hub point to the destination point. A single 
origin terminal handling is paid at the mainline terminal handling rate. 

Equalized rates (replace): 

Equalized rates - Rates that apply when an air carrier using bush aircraft and being 
compensated at a higher rate elects to equalize to the lowest rate in a market or a 
composite rate. 

Add: 
In-house non-priority mail - Non-priority mail other than bypass mail. 

Add: 
Nonscheduled service - Services pursuant to the charter or hiring of aircraft, other 
revenue services not constituting an integral part of services performed pursuant to 
published schedules, and related nonrevenue flights. 


